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THE CONCEPT OF VALUE 


SUMMARY 


Need of enlarged concepts, 663.— The “ratio”? argument non- 
essential, 664.— The word “rate” might avoid unnecessary verbal 
implications, 668. — Relation and quality two phases of one fact, 672. 


THE concept of value is the core of economic thinking, 
and modern economics is older than American inde- 
pendence, yet the builders of the science are still dis- 
puting what value is, or how it shall be conceived. 
This is altogether necessary and proper, for the concept 
is by no means in final shape. Indeed, one may hazard 
the prediction that progress in economic philosophy in 
the next half century will hinge on the adoption of new 
and enlarged meanings for its fundamental terms. Only 
so can we do for the twentieth century as much as our 
classical forefathers did for their time. It is a question 
how long nineteenth century formulations will stand the 
strain of twentieth century development. Our grow- 
ing mass of economic regulations and social reforms, our 
general institutional iconoclasm, are a challenge to the 
values based on free exchange, and the final answer has 
not yet been given. Theories of conservation and com- 
pulsory insurance may be grafted upon the stem of 
marginal utility, but they will not grow there spon- 
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taneously. They represent clashes of values for which 
the economist has furnished no adequate common 
denominator. It is fruitless to claim that these are not 
economic values but values of some other sort; ethical 
or what you will. The same is true of the aesthetic 
value of a picture or the dietetic value of a roast of 
beef. The test is that the economist must deal with 
them. 

The socialists have a sufficiently clean-cut philosophy 
covering these vexed questions of reform, and writers 
like Patten, Veblen, Hobson, and Davenport deal with 
the fundamental problem, each in hisown way. Econo- 
mists in general cannot afford to become as those who 
would put new wine in old bottles. There are questions 
of social interpretation at issue which are real and im- 
portant. But just for this reason it is peculiarly unfor- 
tunate if the discussion runs off upon non-essential 
matters and is thus side-tracked. Time is worse than 
wasted which is spent on merely verbal argument, or in 
disputing the claims of rival concepts which involve a 
* distinction without a difference,’ and the excuse for 
the present excursion into this field is the hope that 
thereby some of this intellectual waste motion may be 
saved and real problems be attacked more directly. 

It seems to the writer that certain non-essentials have 
intruded themselves and should be eliminated. One of 
these is verbal. In the long-standing debate whether 
value is a quantitative thing or a mere relation, some 
part of the battle has seemed to hinge on the mere use of 
the phrase “‘ ratio of exchange.” Of those who hold 
that value is a relation some have called that relation a 
ratio. And out of this innocent-looking term has grown 
one of those misunderstandings, those strange failures of 
mind to connect with mind, which stultify so much good 
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The discussion in question runs thus: “ Our honored 
opponents claim that value is not a quantitative thing 
but is a mere ratio. Granted, and granted willingly, for 
wherever there is a ratio there must be two commensur- 
able quantities, or else no ratio can be struck between 
them. These quantities are value. Our opponents 
have disproved their own contention.’”’ What shall we 
say of this reasoning? We may pass it as flawless on 
one condition: namely, that the man who calls value a 
ratio is talking about the kind of ratio which has to have 
as its terms two quantities of something homogeneous, 
other than mere abstract numbers. Is this condition 
satisfied, or may we find that one side has used a word in 
one sense and the other side has read into the same word 
an essentially different meaning ? Let us investigate. 

It is not at all necessary, for those who choose to con- 
sider value a mere relation, that they call that relation a 
“ratio.” John Stuart Mill was for the most part 
careful enough to avoid this term; he avoided it even in 
the passage in which he argued the impossibility of a 
general rise or fall in values because value was held to be 
a mere relation of things to each other. Taussig fol- 
lows Mill’s usage, but with a significant addition. 
“The value of a commodity means in economics its 
power of commanding other commodities in exchange. 
It means the rate at which the commodity exchanges 
for others.” ! Evidently Taussig considers that these 
expressions are either synonymous or else complemen- 
tary, indicating but two aspects of the same thing. 
Indeed, the terms “ rate” and “‘ ratio ” are sometimes 
used interchangeably. Usage is tolerant. Jevons, on 
the other hand, tho “ not a courageous terminologist,”’ * 
not only defined value as a ratio but stoutly maintained 


1 Principles of E ics, p. 115. 





2 F, A. Fetter, “The Definition of Price,’ American Economic Review, vol. ii, 
p. 793. 
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that this was “ unquestionably the correct scientific 
term, and the only term which is strictly and entirely 
correct.” ! Certain other writers have followed Jevons’ 
example — and by so doing have furnished ammunition 
to their terminological enemies, of which the enemy has 
not neglected to make use. 

General F. A. Walker, for example, slips momentarily 
into this terminology: ‘‘ But a measure, a relation, a 
ratio, cannot be measured! You do not measure the 
relation of a mile to a furlong: you express it as 8:1.” 
This argument lays itself open to the reply, which Pro- 
fessor Carver makes, that measuring implies a common 
quality in the measure and the thing measured and that 
a ratio between concrete things implies some common 
attribute of a quantitative sort. ‘‘ Obviously no such 
comparison can be made unless the thing used as a unit 
of measurement also possesses that property of the 
thing to be measured which is selected as the basis of 
comparison.” ? In this Professor Carver is technically 
correct, for his opponent had introduced the idea of a 
ratio between two similar quantities: two distances. 
But Professor Wicker is also within his rights in oppos- 
ing Professor Carver’s general conclusion,* holding that 
valuing a horse is a different process from measuring a 
barn, and—avoiding the fatal phrase with which 
Walker had so weakened his position. 

Similarly Professor B. M. Anderson clearly shows the 
weakness of this terminology.‘ ‘‘ Four gallons of milk 
exchange for one dollar, or 23.22 grains of gold. The 
exchange ratio isfourtoone. ... Nowa quantitative 
ratio is between commensurable quantities. Gold and 

1 Theory of Political Economy, 2d ed., p. 89. 

2 “ The Concept of an Economic Quantity,” Quarterly Journal of Economics, vol. 


xxi, p. 427. 
® Quarterly Journal of Economics, vol. xxii, p. 645. 


# Social Value, p. 21. 
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milk must be, then, commensurable quantities, 1. e., 
must have a common quality, present in each in definite 
quantitative degree. ... This quality is value,... 
the exchange ratio will vary with the extent to which the 
common quality is present in each of the goods. We 
can have no quantitative ratios between unlike things. 
And yet, we must have terms for our ratios.’”’ The 
logic seems conclusive. If the value relation is a ratio 
this fact implies quantities of something homogeneous, 
and that homogeneous something becomes very. im- 
portant, so important as to demand an important name. 
To call it ‘‘ value” is the obvious conclusion, leaving 
the term “‘price”’ free to express, if desired, the ratios of 
exchange, monetary and non-monetary, from which the 
existence of the quantity, ‘‘ value” was inferred. 

But this whole logical structure rests on the fact that 
the adversaries have used terms which assume the con- 
clusion for which Professor Anderson is fighting. And 
even this is only true on condition that it can be shown 
that the word “ ratio ”’ is to be taken throughout in one 
very limited meaning: that of a quotient of two com- 
mensurable quantities. But the term is often used 
loosely, as all terms are in common speech, and this 
looser usage has even gained the dignity of recognition 
by dictionaries. Nor need this be regretted; men must 
use words loosely. If they did not, all literature would 
be reduced to mathematics and nobody would read it. 
This looseness does no special hdrm so long as neither 
writer nor reader shifts over to the strict usage, and 
begins drawing conclusions based on one usage from 
statements based on the other. 

To illustrate: a rate of speed, say ten miles an hour, 
has sometimes been called a ratio. Suppose now some 
one were to attempt to prove from this that distance 


1 See, for example, Webster's New International Dictionary, 1909. 
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and time have a common quality, and that an hour has 
just ten times as much of this quality asa mile has ? Or 
even that a mile of a given road has a quality in common 
with an hour of Mr. Kolehmainen’s running, and has 
just one-tenth as much of it? The answer is severely 
simple. Ten miles an hour is clearly a rate, but it is not 
so clear that it is proper to call it a ratio. Certainly it 
is not a ratio in the sense of a quotient between miles 
and hours. It can be stated so as to involve a ratio, it 
is true, but the result only shows how much more than 
a mere ratio it is. We are talking of a rate of speed 
such that the number of miles covered is to the number 
of hours elapsed as the number ten is to the number one. 
Here we have a pair of ratios, not one, and both are 
ratios between abstract numbers, as indeed all ratios 
must be in the strict mathematical sense. We have not 
divided distance by time: we cannot, any more than we 
can divide apples by potatoes. We have merely divided 
one number by another. If we call the whole expression 
“ten miles an hour” a ratio, we are merely defining 
“ratio” loosely, not implying any theorems as to the 
oneness of time and space. 

Zeno proves that Achilles cannot move to catch a 
tortoise. What has he proved? Simply that Zeno’s 
conception of motion is artificial and false, since he has 
conceived it as something Achilles cannot do. Man 
moves, then finds a word to express his action, then 
frames syllogisms about it. The final appeal is from 
Zeno to Achilles. And from those who call prices ratios 
and from those who draw conclusions based on this 
usage, the final appeal is to facts stripped bare of all 
that may have been read into them. 


Suppose now that Smith gives Brown forty gallons of 
milk and receives in exchange ten bushels of wheat, or 
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perhaps a warehouse receipt for 258 grains of standard 
gold bullion. Milk exchanges for wheat at the rate of 
four gallons per bushel and for gold at 25 cents per gal- 
lon or, as the farmer is quite as likely to say, four 
gallons for a dollar. The writer contends that these 
phrases express ratios in just the same sense that “ ten 
miles an hour ”’ does, and in no other — that is, they do 
not strictly express ratios at all, but rates. A rate tells 
us that for every unit of one thing so many units of 
something else may be achieved or obtained; for every 
hundred dollars of principal five dollars of interest, for 
every thousand dollars’ worth of real estate, eighteen 
dollars of taxes, for every hour, ten miles, for every 
dollar, four gallons of milk. The terms of a rate may 
or may not be commensurable with each other. 

Again, cigars may sell for ten cents apiece, three for a 
quarter, or three dollars and a half for a box of fifty. 
Strange that there should be three different ratios exist- 
ing at once between the same two terms! This is super- 
mathematics with a vengeance. But if we are talking 
about rates, not ratios, there is no more inconsistency 
about a ‘“‘ rate ” of exchange which varies with quantity 
than there is about a runner who covers one mile at a 
faster rate than he could keep up for five times that 
distance. 

Indeed, there are various ways in which, whether it is 
price or value that one is talking about, “‘ rate ”’ seems a 
more handy word than “ ratio” for the latter term 
introduces an element of arithmetical unreality which 
must be explained away, or illustrated away, before the 
discussion can move on. For example:! ‘“ When a 
certain quantity of wealth of one kind is exchanged for a 
certain quantity of wealth of another kind, we may 
divide either of the two quantities by the other and 

1 Irving Fisher, Elementary Principles of Economics, pp. 13-14. 
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obtain what is called the price of the latter. That is, 
the price of wealth of one kind in terms of wealth of another 
kind is the ratio of exchange between the two, 7. e., the ratio 
of the number of units of the latter to the number of units of 
the former which will be given in exchange. Thus, if 200 
bushels of wheat are exchanged for 100 ounces of silver, 
the price of the wheat in terms of silver is 200 + 100 or 
two bushels per ounce. Thus, there are always two 
prices in any exchange. Practically, however, we 
usually speak only of one, viz., the price in terms of 
money, obtained by dividing the number of units of 
money by the number of units of the article exchanged 
for that money. It follows that the price of any partic- 
ular sort of wealth is the amount of money for which a 
unit of that wealth is exchanged.” 

Reading this passage in the light of the foregoing, 
does it not appear that the author is put to much trouble 
simply because he twice brings in the idea of a mathema- 
tical ratio, or quotient, betwecn abstract numbers and 
then twice has to make clear that he really means some- 
thing different —a much more complex relationship 
between quantities of concrete things? As a price, 
200 : 100 by itself means nothing, and 200 bu. : 100 oz. 
would mean exactly as much. The true ratio here is 
only an intermediate step in the process of finding the 
price, and disappears when its function is performed. 
The process in its painful fulness is as follows: 200 
bushels of wheat buy 100 ounces of silver. How many 
ounces of silver does each bushel buy ? In getting the 
answer, } 0z., we really use, not one ratio, but a propor- 
tion of two ratios, one between wheat and wheat, the 
other between silver and silver, thus: 1 bu. : 200 bu.:: 
4 0z.:1000z. Why not say “ wheat buys silver at the 
rate of 4 oz. per bu.,” and then forget that the method of 
proportion was used to find the answer ? 
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The case is much the same with the briefer state- 
ment:! “ Value is a ratio of exchange between two 
goods, quantitatively specified.” The troublesome 
word once having been inserted, the statement must 
at once be qualified in order to show that the ratio 
is not between the commodities, but between the 
abstract numbers of the units of measure which each 
commodity contains. 

Now if “ ratio ” does not really mean ratio, but rate, 
then all this trouble is needless, and the sources of our 
terminological discord may be diminished, if ever so 
little. And besides, we should economize one syllable. 
Those who hold that value is a relation should be the 
last to adopt a term which delivers them needlessly into 
the hand of the doctrinal enemy. And if the enemy, 
holding that value is a quantitative thing, chooses to de- 
fine price as a ratio between values, why he has thereby 
assumed the truth of his conclusion, but not strength- 
ened the evidence in its favor. Indeed, he is in 
danger of proving too much; of proving that value is 
not merely a quality but a jelly, and of running foul of 
the experience common to all men who have ever 
debated whether or not to buy their cigars by the box. 

It would seem that the use of the term “ rate ”’ would 
avoid some embarrassment, ambiguity, and sterile 
dialectic. To pay for this we should merely incur a 
slight awkwardness when speaking of things like works 
of art which are unique; since the expression “ rate of 
exchange ”’ suggests a considerable number of sales. 


So much for the matter of terminology. Meanwhile, 
the question remains unsettled whether value is a mere 
relation between goods and derived from the fact of 


1 Davenport, Value and Distribution, p. 569. In his later book Davenport substi- 
tutes the word “ relation " for “ ratio.” Economics of Enterprise, p. 236. 
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exchange, or a quantitative thing which precedes 
exchange and is merely measured by it. This being 
the case, it is fortunate that most of the working theory 
of economics is either price theory or at least can be 
translated into terms of price. Thus the practical 
economist, and even the theorist of a pragmatic turn 
of mind can look on quite contentedly and say, with Sir 
Lucius, “ It’s a very pretty quarrel as it stands.” 

Is it possible that the whole dispute is as unnecessary 
as the argument about ratios ? We think of a bushel of 
wheat having exchange value before it is sold. But so 
far as this quality, or relation, to which the sale gives a 
quantitative measure, is the result of previous sales of 
other bushels and of the whole state of mind of the 
people concerned that has grown out of settled habits 
of exchange, it would hardly seem worth debating which 
comes first in the social scheme of things. It is much 
like the question of the relative priority of the chicken 
and the egg. 

If things exchange for each other, that is another way 
of saying that they are able so to exchange; or rather, 
to move men to exchange them; they have the capacity 
or quality or power of entering into this relation. The 
relation and the quality are but two phases of one fact: 
whoever states one implies the other.!. And this means, 
in a tolerant world, that whoever gives the name 
“value ” to one of these concepts implies the right of 
any one else to give the same name to the other in his 
own discussions. The two concepts must behave alike, 
since one is only known through the other. 


1 Since writing the above, my attention has been called to a discussion of the general 
question of qualities and relations in F. H. Bradley’s Appearance and Reality, ch. III, 
in which he says: ‘‘ Relation presupposes quality and quality relation. Each can be 
something neither together with, nor apart from, the other, and the vicious circle in 
which they turn is not the truth about reality.” Moreover, while a relation between 
A and B implies qualities, the author says nothing of a quality px d by 
both A and B by virtue of which they are related. It is by virtue of being different that 
A and B can enter into relation with each other. Just so it is by virtue of being different 
that shoes and money are exchanged for each other, or shoes and bread. 
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So far, those who call value a quality have accepted 
it as a quality which is measured by the test of ex- 
change. And so long as this is true, the practical 
reasoning of one school must be surprisingly like the 
practical reasoning of the other. Strength is a quality, 
but if wood-chopping be made the official measure of 
it, it might as well be a mere relation between working 
time and woodpiles. In such a case it is not strength 
or power in general that is being measured, not even 
muscular strength, but merely power-to-chop-wood. 
Similarly value may be considered as a quality like 
strength, and called “social marginal utility’ or 
“ power in motivation,”’ but when it is measured no one 
thinks of using a psychological laboratory for the pur- 
pose. The thing really measured is motivation as 
registered in one particular kind of action, it is not 
utility in general but the power utility has to produce 
one kind of effect. The runner may think of his speed 
as his personal quality and the judge of the races may 
think of it as a relation between yards and seconds, but 
to both alike the tape and the stop-watch tell the story 
of the speed attained in the contest. 

Is it possible that some day there will be economists 
who think of value not only as a quality, but as a quality 
which may be measured in ways that would conflict 
with the measure of the exchanges? Perhaps we shall 
be called on to distinguish between “ social value ”’ and 
“exchange value” as Wieser distinguished between 
“exchange value” and “ natural value.” If such a 
distinction is made, it will furnish a difference that will 
call loudly for settlement. 


J. M. Ciarx. 


University oF CHIcaGgo. 
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CONSIDERED 


SUMMARY 


I. Relation of value concept to causal theory of value, 675. — II. 
Various roots of relative conception of value: “ Relativity of Knowl- 
edge,” 676.— Geometrical conceptions of relativity; parallel argu- 
ment for relativity of value, 677.— Doctrine of fixed sum total of 
values, 680. — Haney’s expressions, 681. — Usage in English, French 
and German, 681. — III. General rise or fall of values, 682. — Can one 
good alone have value ? 683. — Abstract v. concrete ratios, 684. — 
“Rate of exchange” as abstract ratio, 685. — “ Rate of exchange ”’ 
useless for economic analysis: views of J. B. Clark, Béhm-Bawerk, 
Carver and C. M. Walsh, 685. — IV. Illustrations of need of absolute 
value concept, 687. — Fisher’s “ general price level ’”’ an indefensible 
substitute, 688. — Shift in Laughlin’s argument, 690.— V. Speed and 
value as ratios, 691.— The “ mathematician’s fallacy,” 692. — Dif- 
ferences between measurement of speed and measurement of values, 693. 
— VI. “ Rate of exchange” as “ price,” 695. — VII. Different conse- 
quences of absolute and relative value concepts in economic analysis, 
695.— (1) Value a wider concept than exchange, 695.— Value in 
sociology and in economics, 696. — Value and exchange in socialistic 
state, 696. — (2) Value and exchangeability not correlated, 697. — 
Nor do prices always correctly express values, except in static theory, 698. 
— Values as causes of prices, 698. — Temporal relation of cause and 
effect, 698.— (3) Prices often partly controlled by non-economic 
values, 699. — Law, custom, and morals in relation to prices, 699. — 
Exchange theory of value cannot shirk consideration of these cases, 702. 
—VIII. (4) “ Power in exchange ” as equivalent of value, 702. — IX. 
(5) Schumpeter’s use of relative concept as regards land value, 703. — 
X. Conclusion, 705. 


I 


In what follows, I shall regard myself more as Pro- 
fessor Clark’s collaborator in a symposium than as his 
opponent in a debate. At certain points I shall definitely 


join issue with him, at certain points I shall build upon 
674 
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his analysis, and I shall try to answer the questions he 
raises as to the implications of the social value theory. 
But I shall allow myself a wider range than the topics 
specifically raised by him, because I do not think that 
he has included enough considerations to furnish a 
solution to his problem. I welcome the opportunity 
which his criticism of some of my doctrine gives to go 
over the ground again, taking account not only of his 
views, but also of the views of some other critics. 

At the outset, I concur with Professor Clark in the 
view that it is well to divorce as far as possible the ter- 
minological, formal, and logical aspects of the question 
from the more important questions of causation. This 
distinction is emphasized in my Social Value. I shall 
give the major part of my attention to arguments 
drawn from considerations of logic and _ scientific 
method, rather than to arguments based on my own 
general theory of value. That the two problems can- 
not be entirely divorced, however, is well enough 
illustrated in Professor Clark’s own paper, particularly 
in the following (p. 672): ‘“‘ We think of a bushel of 
wheat having exchange value before it is sold. But so 
far as this quality, or relation, to which the sale gives 
a quantitative measure, is the result [italics mine] of 
previous sales of other bushels and of the whole state 
of mind of the people concerned that has grown out 
of settled habits of exchange, it would hardly seem 
worth debating which comes firstrin the social scheme of 
things. It is much like the question of the relative 
priority of the chicken and the egg.” If I could accept 
this as a theory of the causes governing the value of the 
bushel of wheat, I might find it easier to concur in Pro- 
fessor Clark’s view as to the definition of value. But I 
do not believe that the passage contains, even in em- 
bryo, an adequate theory of the causes governing values. 
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The history of prices, and the settled habits of exchange, 
do not seem to me particularly significant elements out 
of which to construct a theory of value. But my chief 
concern at present, as Professor Clark’s, lies in the 
formal and logical aspects of the value concept, to which 
I now turn. : 


II 


The notion of value as relative is Protean. Or per- 
haps, since old Proteus was, somehow, the same indi- 
vidual despite his many forms, it is better to say that 
many different notions, having different philosophic 
roots, go by the name of the relative conception of 
value. One root is the psychological doctrine that 
feelings can exist in the mind only if in contrast with 
something else — the contrast being made more fun- 
damental than the feelings contrasted. A single feeling 
is an impossibility. This doctrine lies at the root of 
Simmel’s theory of relativity, and has been made some 
use of by Professors Seligman and Pantaleoni. I have 
dealt with this type of doctrine elsewhere,' and for the 
present shall simply say that I regard the doctrine as 
psychologically untenable,’ and that I do not consider 
the inference drawn from it with reference to the nature 

1 Social Value, pp. 19-20, n., and ch. 10. 


2 Cf. William James’ criticism of the contention that ‘‘ semper idem sentire ac non 
sentire”’ are the same. ‘“‘‘ The Relativity of Knowledge,’ held in this sense, it may be 
observed in passing, is one of the oldest of philosophic superstiti Whatever facts 
may be cited in its favor are due to the properties of nerve-tissue, which may be ex- 
hausted by too prolonged an excitement... . But if we physically could get such a 
feeling that should last eternally unchanged, what atom of logical or psychological 
argument is there to prove that it would not be felt as long as it lasted, and felt for just 
what it is, all that time ?"" The Meaning of Truth, p.4,n. Cf., also, James’ Principles 
of Psychology, II, pp. 9 ff. Knowledge, I should maintain, is relative only when it is 
“ knowledge-about.” ‘“‘ Knowledge of Acquaintance "’ is absolute, i. e., is a term of the 
“ knowledge-about "’ relationship. Cf. James’ Principles of Psychology, vol. i, pp. 221, 
222. Cf., also, Dewey’s Studies in Logical Theory, chs. 1-4, esp. ch. 3. I am con- 
tent to rest my view of the matter on authority here, noting that Bergson’s view is essen- 
tially the same as that of James and Dewey. (Time and Free Will, passim.) All 
three of these thinkers need terms before they can talk about relations. 
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of value a proper inference even if the doctrine were 
sound. 

More commonly the doctrine has its roots in geomet- 
rical conceptions. Values are treated like spatial mag- 
nitudes, which are measured by comparison with other 
spatial magnitudes, and the argument for the relativity 
of values runs on all fours with the argument for the 
relativity of space. 

In a recent brilliant article, the French philosophical 
physicist, Poincaré,! maintains the thesis that if all 
dimensions were doubled, we should not know it. 
Houses would be twice as high, but then foot-rules 
would be twice as long, and all things would remain in 
the same relation to one another as before. Whence, 
he concludes, the relation is the all important thing. 
Absolute distance is a chimaera.- Now this notion is. 
subject to the criticism that it confuses existence with. 
knowledge of existence, and confuses quantity with 
measurement of quantity. Moreover, in its very 
statement, it assumes absolute distance: it assumes an 
absolute distance to be doubled. But we do not need 
these considerations to dispose of the doctrine. The 
proposition that we should not know that such a change 


1 “ The Relativity of Space,”” Monist, April, 1913. ‘‘ Suppose that in the night all 
the dimensions of the universe became a thousand times greater; the world will have 
remained similar to itself, giving to the word similitude the same meaning as in Euclid, 
Book VI. Only what was a meter long will th forth a kil ter, what was a 
millimeter long will become a meter. The bed whereon I lie and my body itself will be 
enlarged in the same proportion. When I awake tomorrow morning, what sensation 
shall I feel in the presence of such an astounding transformation ? I shall perceive 
nothing at all. The most precise measurements will be incapable of revealing to me 
anything of this immense convulsion, since the measures I use will have varied precisely 
in the same proportion as the objects I seek to measure. In reality, this convulsion 
exists only for those who reason as if space were absolute. If I for a moment have 
reasoned as they do, it is in order the better to bring out that their way of seeing implies 
contradiction. In fact it would be better to say that space being relative, nothing at all 
has happened, which is why we have perceived nothing (p. 163). It will be noticed 
that Poincaré repudiates at the end of this quotation the ption that an absolut 
space has been altered, but it is only by making that assumption that he could even 
state his argument. And the same assumption recurs at every point in the whole of the 
article. The very notion of relativity is meaningless and unstatable except as there are 
assumed absolute terms for the relations. 
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had been made, that such a change would make no 
difference in the relations among things, is true only so 
long as we confine attention to the purely geometrical 
qualities of things — to space relations. Introduce any 
other qualities, and trouble arises. Imagine, e. g., a 
ball of lead suspended by a wire of lead which is just 
strong enough to hold it up. Now double all dimen- 
sions: the diameter of the lead ball, the diameter of the 
lead wire, the length of the lead wire, the diameter of 
the earth — will not the wire snap and the ball fall to 
the ground?! The doctrine is thus not true when 
gravitation is added to space relations. Add more 
complex qualities to the consideration, the varying 
properties of different substances, the delicate adjust- 
ments within the bodies of biological organisms, the 
complexities of psychological and social phenomena, 
and the doctrine is reduced to mere trifling. It is a 
notion with which a geometrician may play, but which 
has no business in the social sciences. 

The parallel argument with reference to values is, of 
course, that values are known only through prices, 
exchange relations; that, therefore, if prices should 
remain constant, but all values be cut in half, or multi- 
plied by two, we should never know it, that therefore 
the assertion that values have changed in absolute 
magnitude while prices have remained the same is 
meaningless. Something of this sort seems to be in- 
volved in Professor Clark’s argument, as for instance in 
the passage quoted above, and in the paragraph which 


1 Professor F. C. Becker, of the Department of Philosophy in Western Reserve 
University, in an article which he has not yet published, has worked out a complete 
refutation of Poincaré along this line, showing any number of derangements in the 
existing physical order that a doubling of dimensions would occasion. One such illus- 
tration might be drawn from the peculiarity of light waves mentioned by Poincaré him- 
self on p. 164 of his article. Professor W. F. Osgood suggests as an illustration the 
fact that a flea, if it became as big as an elephant, would find its jumping abilities sadly 
reduced in proportion, since weight increases in one ratio, and strength of tissue in 
another, with the increase in dimensions. 
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follows it, particularly the sentence, ‘‘ The two concepts 
must behave alike, since one is only known [italics 
mine] through the other.”’ But the reply is first that 
existence and knowledge are different things, and that 
the “ relativity of knowledge ” ! does not involve the 
same relativity in the thing known. And the second 
answer is that the argument, to be statable, must 
involve the assumption of absolute values as changing. 
And the third answer is even easier in the case of values 
than with reference to space, because values do signif- 
icantly manifest themselves in other ways than in ex- 
change, and are in other relationships than the exchange 
relationship. If, for example, all economic values 
should rise markedly, but in the same proportion, then 
men would give more thought and effort to the accumu- 
lation of wealth, and would concern themselves less 
about religious and other spiritual goods. For, after 
all, economic values affect the lives of men as well as 
affecting exchange relations among goods. I shall 
recur to this point later, in connection with the general- 
ization of the notion of value to include legal, religious, 
moral, and other non-economic forces of social motiva- 
tion and control. If one wishes, on the basis of an 
argument of this kind, to assert the relativity of values, 
one must broaden the value concept to include these 
other kinds of value. Economic values alone do not 
constitute a complete or self-contained system. But 
the argument would be easily confuted if it sought to 
develop the impossibility of knowing that a doubling 
of all kinds of values, non-economic and economic 
together, had taken place. Because such a doubling 
would manifest itself, not in a different distribution of 
men’s activities, but in an intensification of all activities, 
and in greater intensities of consciousness of various 


1 See p. 676, n., supra. 
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kinds. Unless Professor Clark wishes to challenge my 
contention that the essential function of values lies in 
their power in motivation, that the function ' of eco- 
nomic values is to guide and control the economic life of 
society, I do not see how he can avoid this conclusion. 
And here, I may indicate, is part of my answer to his 
analogy between ‘exchange value” and wood-chopping 
as the measure of strength (pp. 672, 673): exchange 
is one of the methods of measuring economic values, 
and, in a competitive society where there is free enter- 
prise, and the like, it is the chief and most exact method; 
but it is not the only method. We have other tests, 
as just shown, which, if not ordinarily so exact and 
easily used, are really much more fundamental. 

Another doctrine which goes by the name of the rela- 
tivity of values rests on the contention that the psy- 
chological “ energy of valuation ” * of an individual or a 
group is limited to a fixed amount, that therefore a rise 
in the value of one object must draw a corresponding 
amount of value from some other object, so that an 
increase in the aggregate of values is impossible. This 
notion, however, resembles but superficially the con- 
ceptions of relativity so far discussed. Instead of 
assuming that we know value magnitudes only through 
value relations, it assumes that we know all about the 
totality of value-magnitudes directly. And relativity 
here means, not dependence on exchange relations, but 
simply that particular values are related to a fixed sum 
of values as part to whole. With this notion I should 
have no quarrel on strictly logical grounds, but rather on 
psychological grounds which I need not here consider, 
as I have gone over the matter at length elsewhere.* 





1 Social Value, chs. 10-11. 
2 Vide, Baldwin's Dictionary of Philosophy, s. ». ‘‘ Worth.” 
* Social Value, ch. 16. 
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A more remarkable formulation has recently come 
from Professor L. H. Haney,' “ the relativity of un- 
related and independent parts ” — the relativity of the 
unrelated! In contrast with this, Professor Haney sets 
another phrase, “‘ a social relativity,” which is designed 
to convey his own conception. As I do not know what 
Professor Haney means by these expressions, I shall not 
discuss them, but I list them here to illustrate the 
multiplicity of turns that have been given to this 
versatile term, and in the hope that some future writer 
may clear up what I suspect to be a mixing of categories 
which ought to be “ related ”’ in a different way. 

Certain writers have sought to rest the case for the 
relative notion on an arbitrary definition, on the as- 
sumption that usage has settled the matter once for all. 
Among these I might include a critic of my Social 
Value, M. M. Ansiaux, who, writing in French, criti- 
cizes my use of English in this particular.2 The French 
“ valeur ’’ may well have a closer connection with the 
relative conception than has been the case with English 
“ value ” or German “ Wert,” but the association is not 
so universal even in French as to prevent Gabriel 
Tarde from using “‘ valeur ”’ as an absolute quality and 
quantity (a quantity being any quality which can 
mount or descend a scale without ceasing to be the 
same quality) independent of exchange relations. As 

1“ The Social Point of View in Economics, Ii,” Quarterly Journal of Economics, 
February, 1914, p. 296. 


2 Archives Sociologiques de l'Institut Solvay, Bulletin No. 21, May 25, 1912, pp. 
949-955. ‘‘ Préoccupé-<de faire de la valeur une notion sociale de premier ordre, Ander- 
son rejette la définition des é6conomistes. La valeur, dit-il, n’est pas une relation, c’est 
une quantité, Libre & lui, sans doute, de donner au mot un sens nouveau; il sem- 
blerait pourtant qu ’un adepte de la sociologie dit se montrer moins ‘ individualiste ' 
et manifester plus de respect pour l’usage recu et d’ailleurs légiti Le procédé est 
tout A fait arbitraire. Que dirait-on d’un naturaliste qui appellerait vertébres les 
écailles d’une huttre et en conclurait que I’huttre est un vertébré, grande vérité méconnue 
par tous les savants passés et présents ? 

“ L’innovation d’Anderson est d’autant plus sujette & caution que le verbe valoir 
(et en anglais l’adjectif worth) implique une comparaison.”” (P. 951.) 
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to usage in English and German, I think no one has a 
right to dogmatize when Friedrich Wieser, Adam Smith, 
Ricardo, W. F. Lloyd, J. B. Clark, A. 8. Johnson, L. 8. 
Meriam, E. A. Ross, David Kinley, W. A. Scott, T. 8. 
Adams, and W. G. L. Taylor,! to mention no others, 
have explicitly recognized the absolute notion, and have, 
with greater or less consistency, used the term in that 
way. That practically all economists have used the 
absolute notion, when they have got past the chapter on 
definition, as a necessary tool of thought, I have tried 
to show in Social Value. 


III 


I turn now to the more usual conceptions of relativity 
that one meets in current economic literature: ‘ratio of 
exchange,”’ “ power in exchange,” ‘‘ purchasing power,” 
“taux d’ échange,” “‘ Tauschfuss,”’ ‘‘Tauschkraft.”’ These 
terms, when used as equivalents of value, are not all 
identical by any means, but they have in common 
two corollaries: (1) the doctrine that a general rise or 
fall of values is impossible, since a rise in the value of 
good A means that B has gone lower in value with 
reference to A; and (2) the contention that if one piece 
of wealth existed alone, it could have no value, — that 
two goods, different in some particular (else no occasion 
for exchange would exist), must be present before value 
can be predicated of either of them. As against these 
doctrines, the absolute value concept would contend, 

1 The index of names in Social Value will give references to my discussion of the 
writers listed. Tarde, G., Psychologie Economique, vol. i, pp. 63 ff. Johnson, A. S., 
“ Davenport’s Economics and the Present Problems of Theory,” Quarterly Journal of 
Economics, May, 1914. See also Am. Econ. Rev., June, 1912, p. 320. Cf. Professor 
Davenport's discussion of the German use of ‘‘ Wert," Value and Distribution, p. 296. 
The non-relative meaning is the usual meaning of ‘ Wert,”’ in Professor Davenport’s 


judgment. “ Preis” (not confined to money-price) is the more common term for 
value-relations, in German. 
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(1) that there can be a general rise or fall in values, 
with or without a change in exchange relations, and 
(2) that if only one piece or one kind of wealth existed, 
it would have value, and that value would function in 
the control of economic activity. To illustrate the last 
point, let us assume a society in the tropics where the 
bread-fruit tree is abundant, the water supply adequate, 
wants for other goods too slight to induce labor, except 
that one good, red cloth, can be produced from super- 
abundant vegetable resources without the use of tools, 
—no technical appliances being known. Would that 
red cloth have value? Assuredly. That value would 
induce economic activity. As that value rose or fell, 
the activity would increase or decrease. There would 
be no possibility of measuring the value in exchange, 
for no motive to exchange would exist. By hypothesis, 
the labor of the community is valuable only because it 
can produce the red cloth, and hence no exchange of 
labor for cloth would occur. The time element might 
induce men to trade present labor in making cloth for 
future labor in making cloth, or even present cloth for 
future labor, but Professor Clark, as a good Austrian, 
will see in this after all only an exchange of cloth 
(present) for cloth (future) and so, after all, no measure- 
ment of the value of cloth. There could be no variation 
in the relation between a given day’s labor and a speci- 
fied unit of cloth, since my hypothesis excludes “‘ dimin- 
ishing returns”’ from land, and assumes a constant 
(labor-time) cost. To the labor-time Professor Clark 
(as an Austrian) will attribute a value reflected from 
its product. I may simplify my hypothesis by making 
the cloth non-reproducible. Then the value cannot 
even be measured by its power to call forth productive 
activity. It will still function, however, in the care 
with which the community economizes in the use of the 














684 QUARTERLY JOURNAL OF ECONOMICS 


cloth, in the concern with which the group views the 
wearing away of the supply, in the measure of resistance 
which the group might offer to enemies who sought to 
rob them of it, in their grief if the supply were lost. 
On either hypothesis, we cannot measure the value of 
the cloth in the usual way, by comparing it with some 
other economic good (tho exchange is not necessary for 
even this comparison). But is capacity for precise 
measurement a sine qué non of existence? Is there a 
definite distance between the earth and the remotest 
star in the Milky Way? Howmuchisit? Would the 
distance be altered if we measured it ? 

It will be seen from the foregoing, that my objections 
to the relative conception of value do not rest on the 
particular term chosen. ‘“ Purchasing power” and 
“ratio of exchange ” seem to me alike objectionable. 
I have indicated this in Social Value. I found, how- 
lever, in the notion of “ratio of exchange” certain 
special objectionable features, unless a prior absolute 
value were posited to constitute the terms of the ratio. 
No ratio is possible between incommensurable quanti- 
ties. Milk and gold, on the basis of their conventionally 
measured physical qualities, are not commensurable, or 
if compared on the basis of weight or bulk, would be 
related in a different ratio from the exchange ratio 
which we find. Of course, there is one kind of homo- 
geneity for all things: everything may be counted, even 
tho each be numbered in a different unit, and ratios may 
be made between the abstract numbers which the 
counting results in. But this gives an abstract ratio 
merely,! which, I contended, is of no use to the econo- 
mist. I indicated, in the chapter on Jevons and Pareto, 
that their theories had developed only such abstract 
ratios, ratios lacking concrete terms, and that Béhm- 
1 Social Value, p. 22. 
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Bawerk, altho seeking something much more concrete, 
had really found nothing more. Jevons himself had 
recognized this very explicitly. My contention with 
reference to this point is not that an abstract mathemat- 
ical ratio violates the canons of logic, but that, for the 
economist, it is meaningless; meaningless, that is, till 
further analysis gives it “economic quantities” for 
terms. Now Professor Clark appears to meet this by 
a plea of confession and avoidance. It is not clear 
to me, however, that he has done more than take 
the abstract mathematical ratio, rename it “rate,” 
and propose it as the equivalent of value. I grant 
cheerfully the legitimacy, as a matter of logic, of his 
notion, but I raise the question, what use can he 
make of the notion ? 

Some things he can do with the notion, perhaps, but 
not many. You cannot add rates of exchange, to get a 
sum of values. ‘‘ The questions to be answered are 
quantitative. ... Reciprocal comparisons give no 
sums. ... Ratios for rates] of exchange alone afford 
us no answers to the economist’s chief inquiries.” ! 
Nor, for expressions of this criticism, do I need to con- 
fine myself to those who accept fully the absolute notion 
of value. Professor Carver,? who defines value as 
“ purchasing power ”’ still finds a quantitative notion of 
some sort necessary. A “rate” would be of no use to 
him. Béhm-Bawerk criticizes the notions of “ratio 
of exchange,” ‘“‘ Austauschverhaeltnis,” and “‘Tausch- 
fuss”’ (perhaps correctly identified with Professor 
Clark’s ‘rate of exchange’’) by saying that these 
expressions have a peculiar shade of meaning which 
makes it impossible to attribute them to goods as quali- 


1 J. B. Clark, “ Ultimate Standard of Value,” Yale Review, 1892, p. 258. 


2 “ Concept of an Economic Quantity,” Quarterly Journal of Economics, May, 
1907. 
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ties, or to speak of a greater or less magnitude of them.' 
Béhm-Bawerk considers value (his ‘‘ objective value in 
exchange ”’) relative, but none the less wishes to treat 
it as a “‘ Kraft oder Eigenschaft ” of goods.? Professor 
Clark’s “ rate ”’ lends itself no more than does “ ratio ” 
to the notion of money as a “ measure of values.” 
Just as it will not serve when one wishes to add items of 
wealth to get a sum, so it fails when one wishes a sum 
of value as a distribuendum for the theory of distribu- 
tion. One cannot speak of value as the attribute or 
quality of wealth, if value be merely a “rate” of 
exchange. Nor can one speak of a unit of value? I 
shall not elaborate these considerations, drawn from the 
practical needs of the economist in handling his prob- 
lems, since I have discussed this matter pretty fully in 
chapters 2 and 11 of my Social Value. I shall, however, 
give some illustrations of the difficulties arising in the 
absence of the absolute value concept that have come to 
my attention since the book was written. 

But first, I would raise a further question: if the value 
of wheat be its rate of exchange, which rate is it? Its 
rate of exchange with iron, or coal, or corn, or hats ? 
Each is a different rate. Will Professor Clark choose 
among them? Or will he try to average them? How 
does one average rates of exchange?‘ Or will he confine 
himself to the rate of exchange with money, and limit 
value to money prices ? Or will he say that a good has 
as many values as there are other goods on the market ?§ 
C. M. Walsh, in his Measurement of General Exchange 
Value, treating value as a quantity rather than a ratio, a 


1 Grundsiige der Theorie des wirtschaftlichen Giterwerts, Conrad’s Jahrbiicher, 
N. F., vol. xiii, 1886, p. 478, n. 2 Ibid., p. 5. 


* Cf. Am. Econ, Rev., Supplement, March, 1913, p. 43. 4 See p. 707, n., infra. 


5 This is the strictly logical outcome. It is definitely stated by not a few writers, 
notably Davenport, Economics of Enterprise, p. 243, and Ely, Outlines of Economics, 
1909 ed., p. 157. 
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quantity analogous to gravity, attempts to average 
particular exchange values into a general exchange 
value, but he would not undertake that for rates of ex- 
change.! These questions must be answered before 
“ rate of exchange ”’ can be a very important “ core of 
economic thinking.” 


IV 


In illustration of the difficulties which arise in the 
absence of the absolute value concept, I wish to call 
attention to a point in Professor Fisher’s Purchasing 
Power of Money. Demand and supply curves, showing 
the determination of particular prices, in which the 
quantity of goods of each kind is measured along the 
horizontal axis, and numbers of dollars are measured 
along the ordinates, must always assume, (a) a fixed 
unit for the good in question, and (6) a fixed value of 
the dollar. With the notion of value as an absolute 


1 Walsh considers values quantitative, and also declares them to be relative. But 
it would involve a more elaborate discussion than is here desirable to take full account of 
his doctrines. One chief difference between his views and mine grows out of his phi- 
losophy of quantity. All quantities are relative for him, and value is no more relative 
than eny other quantity. ‘“‘ That exchange value is a relative quantity is not a pecu- 
liarity at all. All quantities are relatively quantitative.” (Op. cit., p. 56.) His 
objection to the term, “* absolute,”” rests upon the assumption that “‘ absolute "’ must 
mean “ without relation to anything else,” and that an absolute must be unvarying. 
(Ibid., p. 66.) As I do not use the term, absolute, in this way (Social Value, pp. 23-24), 
it is needless to discuss the matter. And as I am concerned simply with maintaining 
that value is a quantity like other quantities, I need not, for my purposes, quarrel with 
a writer who accepts this point, but treats all quantities as relative. I am, moreover, 
prepared to concede that for certain purposes of ation, leaving questi of 
causation aside, Walsh has developed a very useful concept. Great latitude is per- 
missible in framing concepts when only measurement is involved. 

As a matter of causal theory, I object to the strict analogy between gravity and value 
(Walsh, op. cit., pp. 7-8) on the ground that while the relation of gravity between 
bodies finds its causes within the bodies concerned, the relation of exchange between 
goods is but a reflection of the more significant relations between the goods and men. 
It should be pointed out, too, that on the strict analogy between gravity and value, one 
would get a very different doctrine from the usual doctrine of relative values: e.g., a rise 
in the value of good A should lead to a rise, and not a fall, in the value of good B ex- 
changed for it, just as an increase in the mass of the earth would lead to an increase in 
the weight of all objects in its sphere of attraction. Walsh himself does not draw this 
conclusion. (Cf. his chapter xiii.) 
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quality and quantity, this is easily managed. The 
same is true of the notion of cost of production: cost 
curves have significance only if the unit of cost, the dol- 
lar, be assumed unvarying in value. Before the ques- 
tion of any particular price is approached, either from 
the standpoint of supply and demand, or from the 
standpoint of cost of production, money, and a fixed 
value of money, must be assumed.? Behind all our con- 
ventional price theory, rationalizing it and validating it, 
lies the notion of value, and of a fixed value of the 
money unit. Professor Fisher sees clearly the need for 
some such notion in connection with supply and demand 
and costs. But his stock of theoretical concepts 
includes no absolute value. He seeks to supply the 
lack by a process that seems to me most extraordinary. 
He takes an average of particular prices, the general price 
level, and exalts it into an independent entity, prior to 
and master of the particular prices out of which it is 
derived, of which it is a mere average. The analogy is 
with the sea level and the waves: “‘ We cannot explain 
the level of the sea by the height of its individual waves; 
rather must we explain in part the position of these 
waves by the general level of the sea.” * The emer- 
gency is great, but surely the remedy too heroic! An 
average, an abstraction, a mere mathematical summary! 
Ez nthilo nihil fit, — there cannot be more in the aver- 
age than there is in the particulars.’ The absolute 

1 I am not now considering the possibility of other cost concepts than the usual 


entrepreneur cost notion, and I waive a discussion of the possibility of other demand and 
supply notions than those commonly presented in the conventional curves. 

2 Social Value, passim, esp. pp. 39 and 48, and ch. 17. 

3 Op. cit., pp. 174-177. 4 Ibid., p. 177. 

5 I am glad to find myself in agreement with Professors Laughlin and Kemmerer in 
holding that this notion of Professor Fisher’s is untenable. ‘‘ The distinction Professor 
Fisher draws between the prices of individual commodities and the general price level 
appears to me, as to Profi Laughlin, to be untenable. It is, moreover, contradic- 
tory to his general philosophy of money. His index numbers recognize no general price 
level distinct from individual prices. . . . Professor Fisher's illustration of the ocean 
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social value of money which my theory offers instead 
has been objected to as a highly theoretical notion, but 
it at least purports to be a living, psychological, dynamic 
thing, with causal efficiency,— not a mathematical 
average. I know nothing more metaphysical in the 
history of economic theory than this hypostasis of an 
average. It is interesting to note that Professor 
Fisher, in a later article, has recognized and used the 
absolute value concept,! tho in a different connection.’ 

Assuming value, and particularly a fixed value of 
money, very many economic problems may be handled 
by price theory, as distinguished from value theory, and 
without explicit reference to the value concept. Sums 
of dollars, of an implicitly assumed fixed value, may 
give all the “ economic quantities ” that are needed for 


would be more apposite if he called it a lake whose level was continually changing, and if 
he considered each particular wave as extending to the bottom.”” Kemmerer, Papers 
and Discussions, 23d Annual Meeting of the American E ic Association, p. 53. 
At the same time, I agree with Professor Fisher that there must be something more 
fundamental than the particular prices. This something I find in the absolute value 
of money. 

1 American Economic Review, December, 1914, pp. 825-827. 

2 A possible alternative interpretation of Professor Fisher’s conception is suggested 
in two or three sent in the passage of the Purchasing Power of Money I have been 
discussing. On p. 175 he makes a distinction between individual prices relatively to 
each other and the price level. But the distinction which he discusses in the passage as a 
whole is between the price level and individual prices not considered in relation to each 
other. Comparison, moreover, with his original enunciation of the notion (Papers and 
Discussions, 23d Annual Meeting of the American Economic Association, pp. 36-37), 
would serve to justify the interpretation I give, as nothing at all is said there about 
super-ratios between individual prices. But the internal evidence is even more con- 
vincing. Demand and supply, and cost of production, find their problem, not in the 
relation between the money price of aspirin and the money price of caviar, but in the 
money price of aspirin or the money price of caviay.considered separately. Professor 
Fisher thus conceives supply and demand in his Elementary Principles (p. 260). This 
interpretation is especially necessary, since Professor Fisher is joining issue with writers 
who surely use demand and supply and cost of production as means of explaining money 
prices, and not super-ratios between them. Further, the price level is not, on Professor 
Fisher’s own scheme, a factor in determining the relations of the prices of sugar and of 
wheat inter se. With a given price level, wheat might be worth a dollar and sugar nine 
cents, and the ratio of their money equivalents would be 100 :9 with a price level twice 
as high, wheat would be worth two dollars, and sugar eighteen cents, but the ratio 
between their money equivalents would be still 100:9. The whole discussion is quite 
meaningless unless the contrast be between concrete money prices of particular goods, 
and their average. On either interpretation, moreover, my criticism of the exalting of 
the average into an entity would stand. 
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very many problems. This is why “ the practical 
reasoning of one school must be surprisingly like the 
practical reasoning of the other,” as Professor Clark 
says. It is in the theory of money itself that the abso- 
lute value notion becomes most clearly needed, and it is 
by writers on money that this has been most clearly 
seen.! Writers on money whose definitions of value are 
of the relative type very commonly more or less uncon- 
sciously make use of the absolute notion, and sometimes 
make a sudden shift from the one notion to the other, 
when problems seem thereby solved. Professor 
Laughlin, e. g., in his Principles of Money, defines value 
in relative terms (pp. 4-5). However, he finds the 
absolute notion necessary for many purposes, and in his 
chapter on “ The True Theory of Prices,” makes 
repeatedly the assumption that the value of gold is 
constant while the values of other things vary, and even 
the assumption that the value of gold is constant while 
the general price level varies, an assumption only pos- 
sible on the absolute notion. (See especially pp. 352- 
356, and particularly 355.) On p. 342, discussing the 
movement of gold from gold-producing to non-mining 
countries, he avoids an analysis of the actual process by 
which prices are changed, an analysis which the quan- 
tity theorists aim to supply, by saying: ‘It seems 
quite unnecessary, then, to go through a subsequent 
process of comparing the media of exchange with the 
mass of transactions in order to produce a change in 
prices, or to find the cause of any alteration of prices. 
The modification of value going on antecedenily, for 
causes existing before the actual record of prices on the 
dial-plate of trade [absolute value, prior to exchange], 
was the real price-making process, to which the media 
of exchange afterwards conform as a matter of course, 
1 Cf. Social Value, p. 120, n. 3. 
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or as a register of events. If the standard falls or rises 
in value, of course prices rise or fall; that is what is 
meant by a fall or rise in the value of the money commodity 
[relative value concept] . . . (All italics mine). While 
agreeing fully with Professor Laughlin that the quan- 
tity theory does not offer a satisfactory account, either 
of the causes or of the modus operandi of price changes, 
I would urge that the matter is not so easily disposed 
of as this. There is a process, which requires time. 

It would not be difficult to multiply instances of the 
unconscious use of the absolute value notion at great 
length. And the shift to the relative notion, in a more 
self-conscious moment, occurs not infrequently. The 
explicit use of the relative concept very frequently is a 
substitute — not chosen for that reason, of course — for 
analysis. Owing to the difficulty of carrying in mind 
in the course of a train of economic analysis all the 
factors on both sides of the price relation, the normal 
and proper thing is, of course, to abstract from one side, 
and center attention on the other alone. But this 
means a study of an absolute value. To apply the 
results of such an investigation then directly, without 
correcting for the abstraction, to a final conclusion as to 
the price relation, on the ground that value is relative, 
is to be guilty of a shift in the meaning of terms in the 
course of an argument. 


Vv’. 


Professor Clark’s analogy of value with rate of speed 
suggests some interesting points. He recognizes that 
the ratio is not between time and distance, in the case of 
speed, but between the abstract arithmetical numbers 
resulting from the counting of the arbitrary units in 


1 Cf. Johnson’s discussion of Davenport’s usage, Quarterly Journal of Economics, 
May, 1914, pp. 433-436. 
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which time and distance (units different of course for 
the two) happen to be measured. It is not unusual to 
find in mathematical discussion a definition of speed as 
a ratio between time and distance, or as the abstract 
ratio between the arithmetical numbers involved. 
This is a harmless mathematical convention, a very 
useful convention, as the mathematician thereby gets a 
symbol representing speed which he can put into equa- 
tions, and manipulate. The convention is harmless, 
that is, until the mathematician, particularly the 
mathematical physicist, comes to using the convention 
as a premise in arguments about reality, and then it 
becomes the basis of what Bergson has called “ the 
mathematician’s fallacy ’’ — the confusion of measure- 
ment with existence. For the ratio is not the speed.! 
One may make innumerable such ratios, but if no 
motion takes place, there is no speed. And doubtless a 
full analysis of speed would reveal some other essential 
elements. Speed is an aspect of a concrete process, and 
the ratio is a still higher abstraction from the speed, 
adequate not for description, but only for mensuration. 
The ratio is a measurement of a reality, not the reality 

1 It is interesting to note that Professor R. B. Perry, speaking from the angle of the 
neo-realists, would accept the view that rate of exchange is inadequate in the field of 
value theory, but would find in ratio between time and distance a satisfactory definition 
of speed. Cf. his Present Philosophical Tendencies, pp. 335-336, and 60-62. It is 
well, therefore, to diff tiate the two cases. The argument against relativity is 
stronger in the field of value theory than in the field of mechanics. On general philo- 
sophical grounds, from the angle of pragmatism, I should attack the doctrine in both 


places. On methodological and psychological grounds in addition, I should attack the 
doctrine in i As to what thodological iderations should guide the 
student of mechanics in framing the working concepts of his science, I have no opinion, 
and no right to an opinion. My quarrel with the student of mechanics comes when he 
carries the working concepts of his science into the general field of philosophy, and when 
he seeks to make of the conventions of his science universal rules of scientific procedure. 
Cf. Bergson, Time and Free Will, passim, esp. pp. 117-119. Whichever philosophical 
view may ultimately prevail as to the nature of velocity, etc., I trust that I have made it 
clear that many questions must be answered before we are obliged to accept the duty of 
recasting economics on the model of mechanics. Even if the philosopher should finally 
decide that the working pts of hanics give an adequate ontological account of 
reality, including the realm of mind, the economist could still claim the privilege of 
framing working concepts of the sort I propose, for methodological reasons. 
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itself. When something beyond measurement is 
wanted, e. g., an analysis of causation, then speed must 
be otherwise defined. That the ratio is not the speed 
itself is sufficiently clear when one reflects that it is 
pointless to ask one to measure the ratio; the ratio is 
the result of measurements; the measurement has been 
made when the ratio is stated. 

The measurement of speed by this method is unlike 
the common method of measuring values. The meas- 
urement of speed takes two elements within one given 
speed, and states their relation. Measurement of 
value is commonly by comparing two values, usually in 
the exchange process in the case of economic values, 
tho other methods of comparison are possible even there. 
But we can also measure speeds in the same way, e. g., 
by watching two men running together. We can ignore 
the absolute amount of time, and see that one covers 
twice as much ground as another in a given time, not 
knowing how long that time is. Or, we can see that 
one covers a given distance — how great we need not 
know — in half the time the other does. Or, more 
crudely, we can construct a scale of speeds, seeing men 
running, A, first, B, second, C, third, and so on, not 
knowing either time or distance. Something of this 
sort is what we commonly do with legal and moral 
values, — we do not so often get precise quantitative 
equivalents, 7. e., marginal prices, as we do in economic 
values. We may, of course, construct such scales of 
economic values, and this may easily happen in a 
conmunistic régime. For many kinds of measure- 
ments, particularly in the psychological laboratory — 
and, par excellence, in grading examination books — 
this is the best we cando. Such scales may be made of 
irregular intervals, but we can, under some conditions, 
make our measurements no more exact. 
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It is possible, and indeed not uncommon, in the case of 
individual values (as distinguished from social values), 
that is, values contained within a single individual 
mind, — to get inner measurements like that got from 
the inner elements in a single speed. We consciously 
know the psychological intensity for what it is — either 
in equilibrium with some other rival value or not. But 
‘ it would not be possible to reduce the inner measure- 
ment to a ratio so simple as that between time and 
distance in the case of speed. One gets a total effect, 
rather than an analytical measurement. An interest- 
ing psychological measurement of this kind is suggested 
as a theoretical possibility by Professor John Dewey’s 
analysis of “ pleasurable tone ’’ in feeling into a result- 
ant of the proportions of three independent variables, 
themselves complex. It may be noted, also, that we 
have a yet simpler method of measuring speed by a sort 
of direct intuition — which really rests in the effort the 
eye and body must make in following the moving object. 


VI 


Professor Clark’s proposed “rate of exchange” 
involves a good deal more standardizing and uniformity 
in goods than the absolute value notion does. Abso- 
lute value may be predicated of uniques as well as of 
members of a class. .The idea of rate, moreover, has no 
special superiority, I think, in the case where goods sell 
for one price in quantity, and at a higher price in small 
amounts. Many writers have treated this case by 
saying that tho the goods sold in large quantity are 
physically the same goods as when sold in small quanti- 
ties, they are really not the same economic commodities 
in the two cases; that there are certain advantages in 
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the small lot purchase which command a premium, and 
which, moreover, entail extra cost, so that a different 
value and a different ratio or rate of exchange is to be 
expected. I am not convinced even that “rate of ex- 
change” is « good general equivalent of “‘price.’”’ For 
most purposes of the economic analysis, what is wanted 
is a swum, and price as a sum of money paid for a good 
(with “for a good” kept in the background of the 
thought in the course of the syllogism) is the most com- 
mon idea of price one meets in economic writing, if I 
can trust my general impressions. In “ rate of in- 
terest ’’ we have a good case of Professor Clark’s term, 
used as equivalent to “ price.” ! 


VII 


Professor Clark raises, toward the end of his paper, 
the fundamental questions as to how far the reasonings 
of the absolute value theorist, particularly the social 
value theorist, and the theorist with the relative value 
concept, will coincide, and as to whether social values 
are always exactly expressed in market prices. In 
what follows I wish to make some suggestions on these 
points. First, economic value is a wider notion than 
exchange, and value a much wider concept than eco- 
nomic value. Many values do not manifest themselves 
in exchange. The problems of exchange first forced the 
attention of thinkers upon the value problem, but to 
make that an argument for confining the value notion 
to exchange problems is, it seems to me, not more 
defensible than the effort to confine the notion of interest 
to the return for the loan of money. It was, to be sure, 
in money loans that interest first became conspicuous, 


1 Cf. Fetter, “‘ The Definition of Price,”” American Economic Review, 1912. 






































2 a ee 





696 QUARTERLY JOURNAL OF ECONOMICS 


and for a long time thinkers confined their discussion to 
that aspect of the interest phenomenon. Incidentally, 
these speculations remained as “ barren’”’ as Aristotle 
supposed money to be while the scope of the discussion 
was thus limited. With the broadening of the concept, 
the recognition of “ implicit interest ” and ‘‘ economic 
interest,’’ and the further broadening of the notion in 
the capitalization theory, a rich new field of economic 
phenomena became revealed. The gains to economic 
and social theory from following the value concept into 
its wider implications may not be as fruitful as the 
widening of the interest concept has been, tho I per- 
sonally anticipate very important results from it; but 
at all events one may enter a protest against the effort 
to limit value to exchange merely because the analysis 
started there. I shall not now discuss the broadening 
of the value concept into a general theory of social 
forces. I have elsewhere discussed the notion (Social 
Value, Pt. IV) and hope to elaborate it in detail later. 
I think that a fruitful alliance can be made between 
economics and sociology at this point: economics bor- 
rowing from sociology new and wider data, qualitative 
principles of explanation; sociology borrowing from 
economics its technique of the marginal analysis. But, 
within the field of the economic values, I wish to give 
certain illustrations of the disadvantages of limiting 
value solely to exchange, and of judging values solely by 
means of prices. 

First, it is clear that most forms of socialism and com- 
munism would abolish exchange. Would they also 





1 This perhaps calls for a more exact stat t. Exch in the sense of the trans- 
Ser of goods from prod to must exist wherever there is a division of labor. 
In this sense, exchange would exist in a monastic community, based on the principle of 
the purest communism, or in a family. Cf., Social Value, p. 24,n. This kind of ex- 
change, however, involves no notion of guid pro quo, no notion of do ut des, no giving up 
of a good by one man to another in consideration of the giving in return of another 
good. But even tho this element might be preserved in some forms of socialism, where 
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abolish value? Or would values, measured in other 
ways than by exchange, continue to function in the 
guidance of social production and consumption? We 
have, on the wider notion, a useful theoretical tool for 
discussing socialistic programs — witness Schaeffle’s 
Quintessence of Socialism. Further, to the extent that 
collective activity encroaches on the domain of private 
enterprise and exchange, we shall have problems for 
which the strict exchange-value notion will be inade- 
quate —as Professor Clark indeed suggests in his 
opening paragraph. The capitol building at Washing- 
ton has economic value, has it not ? And yet it cannot 
be exchanged. An entailed estate cannot be sold, yet 
has value —a value that may manifest itself, e. g., in 
the amount of insurance a company would be willing 
to write upon the buildings on it, or in the care and 
expense its owner would incur to conserve it. Legal 
abolition of exchange does not necessarily destroy 
economic value. A man cannot be sold, but if you kill 
him in a railroad accident his economic value gets a 
money measure. Again, value and exchangeability 
are not necessarily coincident. Certainly many things 
that have high value, as a farm, have low exchange- 
ability, while a copper cent has high exchangeability. 
On this fact, Menger has constructed a theory of the 
origin of money.! 

labor might be exacted as a sine qua non of receiving goods from the social stock, with 
labor-checks used as intermediaries, the notion that values are determined in the er- 
changing process would not be maintained, since the terms of these exchanges would be 
fixed authoritatively, on the basis of some assumed principle or principles of justice or 
social expediency. It is my contention that economic values, perhaps by no means 
represented in these “ prices,”” and having no influence on distribution, would exist 
and function in such a society, tending to compel a readjustment of the social appor- 


tionment of labor and capital among different pations in production if that 
apportionment were not in accord with the economic values. 


1 Economic Journal, 1892. It seems necessary to point out this essential lack of 
correlation between value and exchangeability since Mr. Horace White, in his Money 
and Banking (fifth ed., p. 135), identifies value and exchangeability: ‘‘ Value is an ideal 
thing in the same sense that weight is. The former means exchangeability; the latter 
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Now in this lack of connection between value and 
exchangeability comes an important difference between 
the absolute value notion and the relative value notions. 
Forced sales of land, e. g., lead to prices sometimes 
which do not correctly express the value of the land. 
This is not a statement about “ normal value ” or “‘ just 
value.” I mean simply that the market is caught by 
surprise, and that social forces which would have led to 
a much higher price had they had time to operate, were 
forestalled in the snap judgment. You could not buy 
that farm from the new owner five minutes later for 
anything like so low a price as he paid, nor could you 
buy any similar farm in the neighborhood for so low a 
price. It is the same sort of thing that happens when 
a minority in a parliamentary body catches the majority 
napping. The point is essentially the same as that 
made by Professor A. S. Johnson, in his recent article ! 
on Professor Davenport’s Economics of Enterprise: the 
distinction between the timeless, mathematical, static 
equilibrium and the causal process requiring time. 
Economic values are, in general, the causes of prices. 
The cause changes first, in time, and then the effect 
follows later. With every change in values, therefore, 
there is a temporary discrepancy between values and 
prices. In a highly organized market, this time is usu- 
ally so short as to be negligible. As most price theory 
has assumed a highly organized market, the notion 
of values as completely expressed in prices has seemed 
natural enough. If the social value theory be content 
to be a theory of only the highly organized market, it, 
too, may abstract from this time element. Since it 
wishes to be more realistic, it recognizes the time ele- 


means force of gravity. A dollar is a definite amount of exchangeability.” Cf. also 
Amasa Walker’s contention that “ exchangeable value” is tautology, equivalent to 
“ exchangeable exchangeability! "’ Science of Wealth, 5th ed., p. 9. 

1 Quarterly Journal of Economics, May, 1914, p. 431. 
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ment, and a gradation in the time element, depending 
on the degree to which exchange has been organized, or 
can be made automatic, in the case of any given class of 
commodity. Of course many writers, as Béhm- 
Bawerk, have pointed out that certain prices, as those 
due to accident or fraud or disguised benevolence, are 
not “‘ economic prices,” and have then gone on to dis- 
cuss “‘ economic prices ” on the assumption of the fluid 
market with its timeless adjustments. The social value 
theory, and the absolute value theories in general, do 
not need to make so sharp a sundering between “ eco- 
nomic prices ” and non-economic prices, but may recog- 
nize a gradation in the degree of control which values 
have over prices, and in the amount of time which the 
perfect adjustment requires. The theory of value is 
essentially a theory of causation. 

Further, there is often a hiatus between actual price 
and the price which would correctly express economic 
value, because the price is controlled, in part or in whole, 
by a value of a non-economic sort. The price itself 
may become an object of value, may become conven- 
tionalized, made sacred or at least tenacious, by the 
influence of custom or tradition, or even may be directly 
prescribed by law. In such cases, it is worth while to 
make a distinction between two cases: (a) where the 
economic values tend to raise the price but are checked, 
and (b) where the economic values are checked in their 
tendency to lower the price. Inf the latter case, adjust- 
ment is easy, and prices do correctly express values, in 
very many cases, because, if the supply of the good in 
question is dependent on continuous production, the 
productive factors may be diverted to other employ- 
ments, and the supply shortened, until the values are 
brought into harmony with the prices. This would not 
be possible, of course, where such a shifting is not pos- 
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sible. A minimum wage law, e. g., would be easier to 
enforce by far in a single industry than over the whole 
field. The value of labor might be brought into perfect 
correspondence with a minimum wage in a given indus- 
try; if such a law were enforced over the whole field, 
some laborers might get a wage exceeding the measure 
of their value. But this does not mean that such a law 
could not be enforced. Economists have often spoken 
of the helplessness of law when in opposition to economic 
forces, but what we practically get in such a case is a 
conflict between values which tend to move prices in 
opposite directions, with a marginal equilibrium be- 
tween them. I do not wish to go far into the theory of 
the minimum wage here, and shall illustrate by some 
simpler cases the control of prices by law or other non- 
economic values in opposition to economic values. 
Where, as in case (a), the economic values tend to 
raise prices, but law seeks to check the tendency, we 
have had our most strenuous insistence on the power- 
lessness of law. The English ‘“‘ Statutes of Laborers ” 
have been cited again and again as evidence of the 
powerlessness of such laws. And yet I think it per- 
fectly certain that these laws were not without effect. 
They did not perfectly control the price of labor; wages 
rose more or less steadily during the period of their 
operation. But it surely cannot be contended that they 
did not delay the process, that at many points wages 
were not kept to the statute rate because of the statutes; 
that, in fact, you had a shifting marginal equilibrium 
between the social forces in the economic value and the 
social forces in the law, an equilibrium expressed in the 
price of labor, and varying as the one force or the other 
gained or lost in magnitude. A modern case may be 
suggested. Suppose that railroad freight rates are 
legally fixed at a point lower than necessary to provide 
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the facilities for which the shippers of a given region are 
willing and able to pay, so that competition among 
shippers would lead to the offering of prices higher than 
the legal rates if the railroad were free to accept them. 
Suppose, however, that the regulating authorities have 
full access to the railroad’s books, and have power to 
punish with imprisonment any deviation from legal 
rates. Will economic values control prices here ? 
Will there not be a divergence between values and 
prices? The economic values might lead to higher 
prices paid, not to the railroad, but to speculators who 
had chartered cars, if that were feasible. The economic 
values might function in the bribing of employés to give 
preference to one shipper over another. But the aggre- 
gate amount paid for a given amount of transportation 
would be much less than would be the case if the values 
were free to work unobstructed. A similar situation 
arises in the efforts of theatres to prevent speculation 
in their tickets, to interfere with the free play of eco- 
nomic values in controlling prices. These efforts are 
less successful than I have assumed would be the case 
in the illustration just given, partly because the efforts 
are often not very sincere, and partly because the 
moral and legal values supporting such efforts are not 
strong. In the case, however, of the price of tickets at 
the Harvard-Yale football game, where a powerful 
sentiment exists among the students of the Universities 
as to the impropriety of ticket speculation, and where 
the fear of being excluded from future privileges of 
buying tickets is real, the non-economic values resist 
very powerful economic values, and the price of tickets 
remains pretty much where it is placed by the athletic 
authorities. These are cases where exchange-relations 
do not adequately represent economic values. Would 
Professor Clark give a different answer? To be 
consistent he would have to do so. 
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Many writers on the theory of value have been dis- 
posed to put these cases aside as not coming in the pur- 
view of a theory of value. Thus J. S. Mill! goes so far 
as to limit his treatment to competitive prices only, 
holding that no laws are possible otherwise. If the 
social value theory chose to limit its problem similarly, 
it would have much easier sailing. It seeks, however, 
to be more realistic than that. But it may be observed 
that those who define value in terms of exchange have 
no right to ignore these cases, for real exchange does 
take place here. And the relative conception must be, 
not merely as narrow as exchange, but also as wide as 
exchange. The social value theory, putting law, moral 
forces, and economic values into the same general class, 
makes it possible to treat these cases by an extension of 
the marginal analysis, and is not obliged to ignore them, 
or to put them aside into a category of things which it is 
bad form to discuss, because there is “no apparent 
method of bringing this class of facts within the orderly 
sequences of economic law.” ! 


VIII 


Professor Clark’s “ power-to-chop-wood ”’ illustra- 
tion suggests a point with reference to the notion of 
value as “‘ power in exchange.”’ Power to chop wood, 
if all the wood be of the same kind, all equally free from 
knots, if the ax be kept at a given sharpness, and the 
weather conditions do not change, may be considered 
adequately measured in the size of the pile of chopped 
wood, and men’s power in this particular — or their 
strength in general, if this be the only possible mani- 


1 Principles, Bk. III, ch. i, par. 5. 


* Davenport, Value and Distribution, p. 560. This passage appears in a different 
connection, but illustrates the same methodological view-point as that here criticized. 
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festation of strength — may be safely compared on this 
pragmatic basis. But the notion of power in exchange 
is no such simple notion. For a good, say a bushel of 
wheat, may have power to purchase a hat, or a pig, or a 
day’s labor, oradollar. Is it the same power in all these 
cases ? How assert this, unless the resistances over- 
come in each case are in some way equal — unless the 
various alternative goods named have some common 
quality with respect to which equality may be asserted ? 
Does not the notion of power in exchange thus require 
the more fundamental value notion for its validation ? 
The resource, questionable on other grounds, of saying 
that these various goods are all equal in power in ex- 
change itself is not open, if one gets away from the 
unrealities of the assumption of a fluid market where 
everything has perfect exchangeability, because a test 
would show that they are not perfectly interchangeable, 
that you cannot necessarily trade wheat for pigs, just 
because you could trade pigs for hats and then hats for 
wheat. The “ want of coincidence in barter,” one of 
the commonplaces in the theory of money, is a fact by 
no means entirely removed by the use of money, and 
prevents the possible funding of diverse goods on the 
basis of ‘‘ power in exchange ”’ alone. Even if that re- 
source were not thus precluded, it would still be either 
mere tautology, or else a vicious circle,' to use it. 


IX 


As illustrating what can be done when the relative 
notion of value is applied with entire consistency, I 
wish to call attention to a striking point in Professor 
Schumpeter’s novel theory of interest, set forth in his 
Theorie der Wirtschaftlichen Entwicklung. Professor 


1 Cf. Social Value, pp. 18-19. 
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Schumpeter’s main thesis is that interest is a phe- 
nomenon of economic evolution, that it grows out of 
business profits, and that it would disappear if evolution 
ceased. There would be no interest in the “ static 
state.” In the static state, the imputation process 
would lead all values back to the original factors of 
production, land and labor, leaving no source from which 
interest could come. He is met with the obstacle, how- 
ever, that in that case the land would have an infinite 
value, since if we attribute, undiminished, to the land 
all the value of all the future services of the land, ser- 
vices which may be expected to continue through 
unlimited time, even a small rent of a small piece of 
land would mount to an infinite sum. The capitaliza- 
tion theory would see in the absurdity of this conclusion 
sufficient evidence that interest would survive, even in 
Schumpeter’s static state, as a factor in the capitaliza- 
tion process, as a rate of discount to be applied to the 
future rents of the land, reducing the otherwise infinite 
capital value to a finite sum, the limit of an infinite 
convergent series. Not so, Schumpeter answers. The 
land has neither a finite nor an infinite capital value. 
The land has no capital value at all! The land is not 
exchanged as a whole, but only the yearly rents are sold. 
Where no exchange takes place, no value exists. And, 
in the static state there is no occasion, as a consequence 
of the static hypothesis, for land to be sold.1- At the 
application of the absolute value notion, this whole 
fabric melts away. Whether or not the situation calls 
for changes in land ownership by exchange, the land 

1 “ Der Boden dagegen wird im normalen Kreislauf des wirtschaftsprozesses nicht 
verdussert, sondern nur seine Leistungen. Nur deren Werte und nicht die Boden- 
werte als solche sind daher Elemente der Wirtschaftspliine. Und die Vorgiinge des 
normalen Kreislaufs kénnen uns nichts iber die Wertbildung des Bodens lehren. Nur 
die Entwicklung schafft den Bodenwert, sie ‘ kapitalisiert ’ die Rente, ‘ mobilisiert ’ den 


Boden. In einer Volkswirtschaft ohne Entwicklung wirde der Bodenwert als all- 
gemein volkswirtschaftliche Erscheinung gar nicht existieren.” Op. cit., p. 334. 
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has a capital value, and one which can be calculated by 
the method of the capitalization theory. That value 
would manifest itself in the expense which would be 
incurred to protect land in the Missouri River bottom 
from being washed away by a shift in the current, if so 
indecorous a thing as a shifting current could exist in 
the ‘static state,” ! and would also receive a pretty 
precise test in the amount of capital that could be bor- 
rowed (or, if already borrowed in the pre-static state, 
could be kept as a loan) on the basis of a mortgage on 
the land. In any case, less precisely measured, it would 
exist as a psychological attitude of the group toward 
the land. It would be considered valuable, and not 
infinitely valuable. Schumpeter’s argument is per- 
fectly logical on the basis of the relative concept. Will 
not this make the capitalization theorists a little more 
friendly toward the non-relative notion ? The capital- 
ization theory has always been presented as part of the 
general body of static, abstract theory, independent of 
the notion of economic change.’ 


x 


To summarize: while recognizing and insisting that 
the formal and logical aspects of value theory must be 
divorced as far as possible from the question of causal 
theory, I do not believe that the two aspects can be 
entirely divorced. My main argument, however, has 


1 To make my illustration of the shifting current meet the most rigorous tests of the 
most heroic static conception, I shall assume that the current shifts in a hundred year 
cycle, endangering every piece of land in the river bottom once every hundred years; I 
shall assume that the cycle is perfectly understood, and that every land-owner knows 
exactly when, and to what extent, he will be endangered. This leaves nothing to chance 
or uncertainty or ig The ic life of the community runs smoothly on 
even keel in a static equilibrium. And yet, once every hundred years, without ex- 
change, the capital value of every piece of land in the river bottom is tested and meas- 





2 For the sake of record, I wish to express considerable doubt as to the adequacy 
of the capitalization theory outside the static state! 
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rested in logical and methodological considerations, 
particularly in connection with the actual use of the 
value concept in specific economic theories. The 
cases discussed may be offered, not merely as illustra- 
tions of my abstract reasoning, but in part as inductive 
proof of the doctrine maintained. “ The relativity of 
value”’ has a number of different meanings, and different 
philosophic roots: one root is in the false psychological 
theory that contrasts constitute the essence of conscious- 
ness; another root is in the geometrical theory of the 
relativity of space; another root, leading to a different 
kind of relativity notion, is the idea of a definitely fixed 
sum total of psychological energy. Some writers seek 
to rest the case for relativity on a badly made diction- 
ary. Common to most forms of the relative theory of 
value are the (a) contention that values cannot simul- 
taneously rise or fall, and (b) the contention that if one 
piece of wealth existed alone, it could have no value. 
The absolute notion of value denies both these conten- 
tions. It finds values manifesting themselves not 
merely in comparison and exchange with other values, 
but also, and more fundamentally, in influencing the 
conduct of men. The relative theory involves the con- 
fusion of existence with knowledge of existence, and of 
quantity with measurement of quantity. Thus “ pur- 
chasing power” and “ratio of exchange” are alike 
untenable notions, if treated as ultimate: both need 
behind them an absolute value to give them locus 
standi. The “ratio” notion, however, because of its 
more precise mathematical character, makes this need 
more evident, unless the ratio is to be a ratio between 
pure, abstract arithmetical numbers, in which case it is 
of little if any use to the economists — a contention 
which is made even by those who define value as 
“purchasing power,” notably Carver, Béhm-Bawerk 
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and Walsh. ‘“ Rate of exchange” is no more useful 
from this angle than “ ratio of exchange.” “ Rate of 
exchange ” affords no homogeneous quality among the 
diversities of the concrete forms of wealth, present in 
each in definite quantitative degree, by virtue of which 
items of wealth may be compared with one another, 
added to make sums, treated as a distribuendum for the 
imputation analysis, etc. Nor can “ rates of exchange ” 
even be averaged.' In illustration of the difficulties 
which lack of the absolute value concept involves, I 
have cited Professor Fisher’s doctrine of the independ- 
ence and priority of the price level with respect to the 
particular prices, a device for making good the lack of an 
absolute concept; and the partly unconscious use, by 
Professor Laughlin, of the absolute concept, with a shift, 
in the course of the argument, to-the relative notion. 
It is in the theory of money that the absolute concept, 
explicitly held, is most necessary, an implicit assumption 
of a fixed value of money serving adequately for most 
other purposes of price theory. I have contrasted the 
measurement of speed with the measurement of values, 
on the basis of Professor Clark’s illustration, pointing 
out that a fallacy, “‘ the mathematician’s fallacy,” is 
involved if either speed or value be identified with a rate 
or ratio. Finally, in answer to the question as to what 
practical difference is made whether the relative ex- 
change concept, or the conception of value as absolute, 
prior to exchange, be held, the following points are 


1 The averaging for purposes of index numbers is, not of rates, or ratios, but of one 
term of the rate or ratio, that, namely, which numbers the units of the single commodity 
which is being measured by the index number, usually money. The other term is 
really not representative of a true quantity at all; it is not apples plus wheat plus shoes, 
etc., but apples and wheat and shoes, etc., each in definitely stipulated quantity meas- 
ured in terms of its own unit. If any one of these elements in the ‘“‘ composite com- 
moddity ” varies, you have not a quantitative variation in a homogeneous sum, but a 
new composite, incomparable with the old — except that for purposes of practical 
measurement we may often safely abstract from this theoretical consideration. The 
relations between money and the goods cannot be averaged. The only thing to suggest 
this possibility is the mathematical convention treating ratios like fractions. 
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submitted. (1) Economic value is a wider concept 
than exchange, and would hold, e. g., in a socialist 
economy. Value is a wider concept! than economic 
value. In the value concept is a useful unifying prin- 
ciple for all the social sciences. (2) Value and ex- 
changeability are different notions, and do not vary 
together. Hence the distinction between two view- 
points, the timeless equilibrium assumed by abstract 
price theory, and the notion of a causal process in price 
determination, requiring time, becomes important. 
Normally, values are the causes of prices, and change 
first. (3) Many prices are controlled, in greater or less 
degree, by non-economic values, so that they express, 
not economic values alone, but a marginal equilibrium 
between economic and non-economic values. (4) On 
the basis of Schumpeter’s theory of interest, it is sug- 
gested that the capitalization theory is bound up with 
the absolute notion of value, and is harder to defend on 
the relative notion. 

In conclusion, I wish to record my appreciation of the 
honor Professor Clark does me in discussing my theories, 
and my admiration for the vigor and clearness with 
which he maintains a view in which I cannot concur. 
I have not anywhere read a stronger presentation of the 
case for the relative notion, nor have I anywhere read 
an argument from that standpoint which seems to me 
so sympathetic and catholic in its evaluation of the 
doctrines it opposes. 

B. M. ANpDERSON, Jr. 


Harvarp UNIVERSITY. 


1 In connection with the social value doctrine, I would especially refer to three very 
important articles by Professor C. H. Cooley: ‘‘ Valuation as a Social Process,’’ Psy- 
chological Bulletin, December, 1912; ‘‘ Pecuniary Valuation as an Institution,’’ Am. 
Your. of Sociology, January, 1913; ‘The Sphere of Pecuniary Valuation,” Ibid., 
September, 1913. 
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I 


One reason Professor Anderson and I are destined to 
clash joyously is that our views have so much in com- 
mon. I feel overpaid in having drawn from him such a 
searching and stimulating discussion of the general topic 
of value in exchange for a fragment which aimed rather 
to promote tolerance in definitions than to establish 
“an adequate theory of the causes governing values,” 
and least of all to destroy any one’s constructive work.! 
At the outset, as his collaborator, let me emphasize one 
very welcome constructive point of agreement. We 
are agreed that economists must deal with quantities 
and qualities of which actual market prices are not the 
only measure, and, I would add, some of which com- 


1 Hence my surprise when Professor Anderson ascribes to me an assertion of the 
Austrian theories in opposition to his own. As this is quite foreign to the intent of my 
paper, it is no wonder that my problem, as he interprets it, needs more data for its solu- 
tion than I have supplied. 
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mand no market price at all under present conditions; ' 
altho with changes in law and custom they might per- 
haps come to command one. We are agreed that meas- 
ures of value which may be less exact than those of the 
market are also much more fundamental. 

We are agreed that our most fundamental concepts 
should be independent of institutions of competitive 
exchange; they should be such as would hold even in a 
socialistic state. This is necessary if there is to be any 
economic meeting-ground for debate between socialists 
and conservatives. It is necessary if we are to have any 
standard of judgment on economic reforms which are 
continually overruling the valuations of the market. It 
is necessary even in the process of describing the work- 
ings of competition under different institutions of prop- 
erty, contract and social control, which we recognize as 
infinitely varied and ever changing. The competitive 
product of capital does not mean the same thing in two 
societies with different institutions of inheritance and 
bequest, and different laws and customs in the matter of 
unfair competition. Or, let us take the statement that 
the rental value of land tends to equal the excess of the 
(competitive valuation of the) goods and services pro- 
duced upon it above the (competitive) expenses of 
production. This becomes quite indefinite the moment 
we realize that the net product in question may or may 
not include robbing the neighbors of their light and air, 
obstructing the streets, fouling streams, increasing or 
destroying the beauty of the landscape or the business 
character of the neighborhood, admitting tenants whose 
very presence destroys the value of other real estate in 
the same blocks, and so on.* There are as many dif- 
ferent kinds of competitive product of land as there are 


1 Cf. J. B. Clark, Philosophy of Wealth, pp. 215 ff. 
2 Cf. Ely, Property and Contract, passim. 
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regulations governing these matters, and merely to 
describe the differences, without passing any sort of 
judgment on them, we must use terms that go behind 
the competitive value of the exchangeable product. 

The world is full of unpaid costs and unappropriated 
services. In proportion as we rise above bare material 
necessities we reach intangible utilities that are harder 
and harder to appropriate, such as knowledge, civic 
beauty, or personal privacy. The age of material 
power is the age when these higher and more elusive 
utilities come increasingly into the focus of social atten- 
tion. The age of the railroad and the interlocking 
credit system is an age when business transactions have 
more far-reaching effects than ever before, and quite 
beyond what can ever be bought and sold directly. The 
age of researches in bacteriology and environmental 
determinism is an age when innumerable effects, always 
in existence, are being discovered and valued as never 
before. The age of democracy is an age when every one 
can exercise to the full the two great social impulses, — 
the impulse to be like one’s fellows, and the impulse to 
be different and distinguished. But these emulative 
and especially these invidious utilities are mostly of such 
a peculiar character that one man’s gain is another’s 
loss: they eat each other up, and the resultant is a 
social utility far different from the sum of its individu- 
ally appropriable parts. 

The legal doctrine of damnum absque injuria covers a 
multitude of such unpaid costs, and the unearned incre- 
ment is a great catch-all of unappropriated services. 
Viewed as a study of individual utilities and not of 
organic social values, a theory of inappropriables is 
merely a tracing of such products and costs as law and 
custom do not yet recognize and a revealing of respon- 
sibilities which have not yet been brought home 
effectively in markets or in courts. 
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Thus the net economic value of a given service may be 
considered to include not only the familiar marketable 
“ utilities,”’ but also (1) potentially exchangeable by- 
products in the way of service or damage, valued at the 
price they would presumably command in exchange; 
(2) unmarketables measured by a standard derived 
from market price. 

We may go farther than this, if we are studying such 
fundamental values as might prevail in a socialist state 
as well asin ourown. Things may be valued by other 
standards than that of competitive exchange, especially 
if those other standards are effective in society or may 
reasonably be expected to become so. Thus the old 
“‘ rich-man-poor-man complication ”? may emerge from 
the thought-tight compartment in which it has been 
more or less successfully interned, and demand a place 
in the sun, for there is ample proof that society does not 
wholly acquiesce in the idea that the desires of rich and 
poor should have economic weight in proportion to the 
respective purchasing powers of those classes. This 
fact is ever coming to the surface where men follow 
some cOmmon policy or when an emergency throws 
them back on elemental needs. 

A ticket to. the Yale-Harvard game is cheap enough 
to be sold for $2, and too valuable to be bought for $10, 
and the principle of this paradox applies to public land 
under the homestead act and land-rushes in Oklahoma, 
to bread in Germany, to train accommodations sold to 
war refugees by a relief committee, to the administra- 
tion of justice (tho all too imperfectly), to public educa- 
tion. An allied principle governs poor-relief, minimum 
wage laws, andsoon. Enough instances could be easily 
cited to show the all-pervading economic influence of 
standards of value contrary to those of the free market. 
Now unless economics can take and use such standards 
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in advance of their becoming effective in the market 
place, it misses by so much its chances to contribute 
scientifically to economic reform. 

Economists do use these standards constantly in 
‘their practical thinking on matters of public policy, but 
somehow the theory of value and distribution seems 
insulated. If we can develop a concept of social value 
and valuation. independent of market valuations and 
capable of scientific application to concrete cases, we 
shall have an intellectual instrument that will pierce the 
insulation and establish a working connection with the 
ideas that are making things happen. 

It is a substantial gain to regard a price as the result- 
ant of conflicts of many kinds of values, positive and 
negative, individual and social.' But if economics 
merely accepts and records the outcome as representing 
the effective social importance of that particular com- 
modity, there is still something lacking. Many a 
commodity commands a price merely because its nega- 
tive social value is less than the costs involved in sup- 
pressing its use utterly. Whiskey has at once positive 
and negative social value and motivates prohibitionists 
to much expenditure of time, effort and money. Yet 
this negative ‘‘ power in motivation ” has no effect on 
the price until it actually prevails in a prohibition law. 
And then, — the price may go higher and not lower,? 
and the outlawed trade may become more profitable 
financially than ever before. i 

The idea of a strong positive value to a minority, in 
marginal equilibrium with a weak negative value to a 
majority,? does not seem adequately to represent the 
case. Certainly the price does not express any such 
equilibrium, but only one side of it. Exchange value 


1 Cf. Anderson, Social Value, ch. xiii. 2 Certainly if quality is considered! 
* Cf. Social Value, p. 151. 
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will remain positive till the negative social value accu- 
mulates such overwhelming momentum as to stamp out 
the trade entirely. What balances the majority’s dis- 
approval is not the desire of the minority, but the whole 
cost of making the majority will effective. There is no. 
marginal equality of effort between policemen and the 
customers of the “ blind tiger.” Moreover other values 
than that of temperance itself may be affected in the 
attempt to stamp out illicit sales. 

The positive value of freedom may deter us from pro- 
hibiting the sale of many quack remedies, or outlawing 
many questionable business practices, which pre- 
dominant social judgment and sentiment oppose. In 
all this my view is quite like Professor Anderson’s, and I 
gladly acknowledge indebtedness to his writings.’ 

But there is one decided difference, perhaps funda- 
mental. I object strenuously to attributing to a com- 
modity as that commodity’s social value the whole 
resultant of these broader forces and values to which it 
may stand in the relationship of an insignificant or 
unwelcome by-product, or even in that of a cost of 
production.? It is the freedom which has social value 
and not the nostrums or the products of sharp practices 
which may shelter under its wing. Freedom may be an 
end in itself like any other utility which affects economic 
values, and it may also take effect in increasing the 
output of goods in general. Neither fact can elevate 
its incidental abuses, recognized as such, to the rank of 
utilities or values. The net social value of the latter is 
negative, not positive,? and I shall never be satisfied 


1 It is hardly necessary to add that I join him in acknowledging our common debt to 
J. B. Clark’s Philosophy of Wealth. 

2 Can this be the way to a more vital « ion between ics and sociology ? 

+ This ption is ethically neutral, accepting the standards in force, and merely 








insists on distinguishing clearly (as the other concept does not do) to what it is that the 
accepted standards are attached. 
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with a theory bearing the name of social value which 
does not embody this principle so clearly that he who 
runs may read. 

It is so simple! The marvel is that such an obvious 
statement of fact could be considered to constitute an 
economic heresy in any school of thought. The dis- 
tinction may make little difference in static theory, 
which ignores institutional changes and considers 
abuses abnormal, but into the dynamic study of the 
actual world the static hypothesis must not be carried. 
Here abuses are normal and institutions are active 
forces campaigning against them, with constant changes 
of plan and shifts of fortune. Wasteful advertising is 
waste, not product, tho we may not know how to get 
rid of it without sacrificing more than we should gain. 
If static doctrine is to be adapted to deal with dynamic 
facts, it is at this point, in the concept of value itself,. 
that the modification must begin. 

I suspect Professor Davenport of holding exactly 
this view, with the minor qualification that he throws 
the whole subject of social value out of the science of 
economics. Thus it is not wholly facetious to call him 
the best of social value theorists, for there is no danger 
of his sanctioning any theory of this kind which is not 
the real thing. As Mr. Dooley says: ‘‘ Showin’ dis- 
rispict f’r th’ candydate is wan way iv showin’ rispict 
f’r th’ office.” Therefore this doctrine of institution- 
values is proposed, with due trepidation, as the germ of 
a synthesis, in which Professor Anderson represents 
thesis and Professor Davenport antithesis. It is also 
proposed as a necessary premise of dynamic theory. 

One further result may be noted. If things may have 
exchange value when their social value is a minus 
quantity, can we say of things which have positive 
social value that the exchange value, actual or normal, 
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gives a correct measure of their relative social impor- 
tance? The simplest exchange is not free from these 
relationships to values outside the market. Each one 
is a unit in a great social joint product. Thus the 
theory of.social value is anti-marginal in the sense that 
the part takes its price from the value of the whole and 
not vice versa. In a somewhat similar way railway 
rates cannot be fixed by the marginal cost of separate 
services without running the whole road into bank- 
ruptcy. 

These, then, are some of the elements which must 
count in a theory of social value. The theory of inap- 
propriables, the conscious social weighing of men and 
their desires on scales different from that of free ex- 
change, the insistence that institutional valuations and 
commodity valuations be distinguished and not both 
attributed to single commodities, and the readiness on 
occasion to reverse the marginal method of analysis: all 
have their place in the interpretation. Such studies 
can be vitally useful, even if they never attain the pre- 
cision of a yard-stick. Therefore, I am delighted that 
Professor Anderson also holds that social value varies 
independently of exchange values, tho I carry the heresy 
farther than he does. 


II 


Indeed most of the cases he cites might be classed by 
an orthodox economist as normal exchange values, dis- 
tinguished from actual prices, and his own statement of 
the reason why one of his examples does not fall within 
this category might itself pass as a definition of the 
difference between normal and actual price.t More- 


1 P. 698, “I mean . . . that social forces which would have led to a much higher 





price had they had time to operate were forestalled in the snap judgment.” 
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over, I find it hard to understand why a minimum wage 
law is considered a departure from true social value, tho 
it clearly represents valuation of the kind which would 
prevail in a socialistic state. In his concrete examples, 
Professor Anderson sticks to standards derived from 
exchange, and hence does not fulfill the expectations 
raised by his allusions to socialism. This may explain 
why at one point, after undertaking to contrast value 
with purchasing power, he contrasts it instead with 
readiness of exchangeability. The other contrast 
might have been less clearly marked. 

There would seem to be two ideas, not one, here. A 
social value which varies independently of prices and 
rests on the facts of social psychology must be a very 
different entity from any that can be deduced from the 
idea that price is a ratio between two values, or from the 
irresistible tendency which writers show to draw from 
the exchange relation an abstract quality (which is still 
exchange value). Professor Anderson appears to blend 
these two concepts, using the evidences of one to sup- 
port the other, and it is this overworking of the deduc- 
tions drawn from the exchange relation which I have 
called in question. 

The chief use of the word “‘ rate ” is to carry a clearer 
connotation of what happens when A exchanges for B,! 
free from unnecessary implications that A and B are 
commensurable. Of course if A and B will both buy C, 
then we have a ratio of the kind Professor Anderson 
mentions, with ‘ power-to-buy-C ” as the common 
quality measured.? This is not social value, however 
richly it may be explained as the result of social forces. 

1 The concept of a rate would need to be stated so as to cover single exchanges; a 


process no more violent than the adjustment of the idea of an organism when this term 
is applied to society. 


2 See A. A. Young, “ Some Limitations of the Value Concept,” in this Journal, vol. 
xxv, pp. 418-419. 
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III 


It should be sufficiently evident that I do not want 
the value concept limited to “ rate of exchange ”’ or any 
other relative notion, nor do I regard such concepts as 
ultimate nor oppose the use of concepts of social value. 
But as Professor Anderson remains obdurate toward 
the “ relation ”’ usage, we still have matter for argu- 
ment. Must the definition of value carry with it 
elements of doctrine ? Professor Anderson maintains 
that terminological, formal, and logical matters cannot 
be wholly divorced from questions of causation. I 
should like to distinguish the perception of facts, the 
grasping of concepts and framing of theorems about 
them, from the more or less arbitrary process of choosing 
names to convey these perceptions and concepts. This 
latter process need involve no disputes over matters of 
logic or cause, and no questions of doctrine. Even 
usage, while it affects the wisdom of selecting terms, 
has, in a scientific discussion, nothing to do with their 
validity or logical propriety. 

This attitude toward definitions spells tolerance, and 
some may question whether it would not be fatal to uni- 
formity. The exact opposite is the fact, however. 
Unless we can establish that definitions need carry no 
doctrinal conclusions men will fight to the last for their 
individual preferences against the best terminology that 
could be devised. Until they can tolerate each other’s 
usages they will never tolerate any uniform system. 
The one man who will surely block the work of any 
committee on uniformity is the man who knows the one 
correct usage. Most of what Professor Anderson says 
against the definition of value as a relation would not 
apply to this or to any definition as such, unless there be 
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read into it the doctrine that the exchange relationship 
is the ultimate economic fact and that there is nothing 
further underlying it, or the doctrine that the forces 
underlying exchange relationships are themselves rela- 
tive things. The first of these doctrines has probably 
never been seriously maintained; the second can be 
safely left to psychologists and philosophers. Neither is 
involved in the act of saying “ I choose, in this discus- 
sion, when speaking of the ratio (or rate) of exchange 
between two commodities, to designate it by the word 
‘value.’’’ This does not preclude the use of the con- 
cept which Professor Anderson prefers; it merely 
makes necessary the choice of another symbol to denote 
it. I have never heard of two mathematicians disput- 
ing whether the vertex of an isosceles triangle should be 
called A or B. 

As Bertrand Russell laments: ‘‘ The word is is ter-. 
ribly ambiguous.” 2 (He notes five different mean- 
ings.) The statement “ value is a ratio of exchange ” 
may be taken as adopting a meaning for the word 
“value,” or it may be taken as proclaiming certain 
properties as absolute essentials of the concept “‘ value,” 
wherever and however it may be used. Read in one 
way the statement is a definition, not logically debata- 
ble. Read in the other way it is dogma of a particu- 
larly unfruitful sort. This explains my own alleged 
excursions into the logical and causal aspects of defini- 
tions,* anent the proposition that~value is a quantity 
antecedent to exchange, — a statement which is itself 
part definition and part doctrine; as a definition it is 
merely incomplete, as a doctrine it is open to the com- 
ment which I made. 


1 Cf. p. 679, “ If one wishes, on the basis of an argument of this kind, to assert the 
relativity of values,” ete. 
2 The Principles of Mathematics, Cambridge, 1903, p. 64. 
8 Cited by Professor Anderson, p. 675. 
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Tested by this principle, much of Professor Ander- 
son’s criticism is beside the mark. For example, he 
attributes to his opponents (to whom “‘ value’ means a 
ratio of exchange) an argument that assumes all values 
cut in half or doubled. What he thinks his adversary 
might mean by that expression I am at a loss to imagine. 
Professor Anderson’s meaning is evident enough, but if 
one of the “‘ ratio ” school were expressing this idea he 
would say that “ effective utilities ’ had changed, and 
would be most surprised if any one suggested that it 
could happen without his knowledge. 

Again, the red cloth would assuredly have economic 
importance, and Jevons would be the last man to deny 
it. But must that be called “ value” by every one ? 
As Professor Anderson says: ‘“‘ No one has a right to 
dogmatize.” Again, if we christen a measure “ value,’ 
we do not thereby confuse it with the thing measured, 
be that thing motivation or utility or something else. 


IV 


However, if we try to handle a real quality which may 
be measured in many conflicting ways only one of which 
we know much about, we are in danger of confusing the 
real quality ' with the abstraction derived from our one 
test.? If we use the abstraction (and Professor Anderson 
has shown that most of us cannot help using it),* our 
terminology should clearly show it as different from the 

1 Ignoring the question of the Ding an sich, and whether the “ real quality " is more 
than a composite of capacities to respond to all possible tests. 


2 Cf. A. A. Young, “ Some Limitations of the Value Concept,” in this Journal, 
vol. xxv, pp. 418-419. I have already noted Professor Anderson’s blending of the two 
concepts. 

3 Hence the word “ price’ will not quite fill all the requirements of the various 
relative concepts of value, if we include the abstract quality, “ purchasing power ”’ in 
that group. In this paper I have deliberately used * social value,’’ “ social utility and 

= bower in motivation ” bly, as over against “ exchange value,” 








* price ” or “‘ power in exchange,” trusting the context to prevent ambiguities. 
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fundamental quality. Beside this difference, the dis- 
tinction between “ rate,’ “ ratio,’ or purchasing power 
is insignificant. 

Unless much stress is laid on this distinction between 
true social value and mere “ power-to-buy-C,” I fear 
the concept of social value may lapse into a soporific 
idea that normal exchange values have been validated 
in some inscrutable way and can be taken as true meas- 
ures of the ultimate economic quantity. This would 
rob the concept of its great dynamic force. Therefore 
I speak for the right to use both concepts. The limita- 
tions of the relative concept then become its chief 
recommendations, even tho they may not be quite so 
narrow as Professor Anderson maintains. 

Before concluding, certain detailed points may be 
briefly touched on. In the matter of knowledge ». 
reality, Professor Anderson appears to set up the stand- 
ards of metaphysics rather than those of science. Shall 
economics try to be something more than science, when 
so many still regard it as something less? Within its 
limitations the relative concept does give useful sums 
and averages, being no less adequate for this purpose 
than a sum of imaginary gold coins. Money can be a 
common denominator of rates of exchange. As for 
assuming a “ fixed value of the dollar,” this may mean 
one of two things. In inductive studies it simply 
means measuring changes of other values with reference 
to the dollar. The timers of a sack-race on shipboard 
do not necessarily assume the ship to be standing still 
when they measure the speed of the runners with refer- 
ence to the deck. Astronomers say the sun moves, but 
use it as a reference point to measure the motions of our 
system, and can name no ultimate fixed point with 
reference to which they may measure its absolute 
motion. 
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In deductive theory the phrase usually means that 
the average change in money’s purchasing power is 
zero, measured either in commodities or in some stand- 
ard of human sacrifice, but it is used with regrettable 
looseness. 


vy 


The discussion is alive with unsettled questions. The 
statement that economic values are sometimes affected 
by values of a non-economic sort, legal for example, 
suggests the reply that if law is a non-economic value 
so is every “utility”; that all primary values (or utili- 
ties) are non-economic, while economic values are of a 
different grade, not codrdinate, for example, with 
aesthetic or hygienic values. Thus, in dealing with the 
non-economic utility of an institution which is valued 
by the public as a whole, we are on the same ground as 
in dealing with the warmth of a coat or the beauty of a 
picture; each has its economic aspect and each fur- 
nishes its data for economic problems. 

Moreover, we cannot be satisfied to take institutions 
for granted as if they were supreme ends in themselves. 
If we cannot understand the social value of goods sold 
under a franchise without reference to the Dartmouth 
College Case, neither can we understand the social value 
of the Bill of Rights without reference to its effect on 
two-cent passenger fares. Even the courts, under the 
powerful influence of the judicial form of that “‘ instinct 
of workmanship ”’ which a reading of Professor Veblen’s 
very valuable book tempts one to define as a “ bent 
toward mistaking the means for the end ”;! even the 


1 For this perversion of Veblen’s terms I hope to be forgiven, on the ground that it is 
no worse than those perversions of the instinct itself which form so large a part of his 
book, and which he shows to be inherent in the nature of the instinct. Cf. The 
Instinct of Workmanship, pp. 29, 31, 34, etc. 
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courts have not reached the point of regarding the law 
and the constitution wholly as ends in themselves. The 
modern tendency is to regard even the more funda- 
mental institutions as means to social ends, and nothing 
in economic theory can further this tendency more than 
a constant recognition of the existence of economic 
gains and costs to society for which such institutions are 
responsible. 

The whole problem of value to society is of course 
more than economic, but its economic aspect is far from 
exhausted. The chief thing to be striven for is that 
this central problem shall have all the light that can be 
thrown on it from all angles, and that problems of 
exchange should be treated with this aim constantly in 
mind. 

In summary, the great issue seems to be between 
standards of value which accept the exchange outcome 
as measuring the values of the goods exchanged, how- 
ever they may preface this with studies of the conflicting 
social forces which are at work, and, on the other hand, 
standards of value which do not accept that measure as 
exact or final.. Being a heretic on the main point, I 
tend to minimize distinctions which seem less extreme. 


J. M. Cuark. 


University oF CHICAGO. 
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SUMMARY 


I. Preliminary measures: banknotes and treasury notes of small de- 
nominations authorized in 1906, 724. — The joint stock banks required 
to publish more frequent statements, 726. — II. The four war measures 
passed August 4, 728. — The Darlehnskassenscheine, 728. — III. The 
Reichsbank; redemption of notes discontinued, 732. — Stock of gold 
increased, chiefly from the internal circulation, 734. — Discounts of 
treasury bills, 736. IV. The Darlehnskassen, 737.— V. War Credit 
Banks, 739.— VI. Foreign exchange, 742.— Appendix I, Issues of 
Darlehnskassenscheine, 745; II, Reichsbank Statements, July, 1914, 
to March, 1915, 746. 


I 
INTRODUCTORY 


As a preliminary to the following discussion of the 
financial measures which Germany resorted to at the 
outbreak of the war, it will be necessary, in order to 
obtain a clear understanding of the situation, to review 
briefly the course of development of German banking 
policy during the last decade. 

The rapid industrial and commercial progress 
achieved by the Empire almost continuously since the 
middle of the nineties was naturally followed by severe 
strain on credit resources which failed to allow for the 
possibilities of a political crisis. When in 1905, how- 
ever, the first differences arose between France and 
Germany over the Morocco affair, the German Govern- 
ment became aware of the dangers of such a heavy 
strain upon its monetary and credit system, and the 


problem of a financial mobilization was at once taken 
724 
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up. The efforts of the responsible officials were probably 
stimulated by the Reichsbank, whose directors were 
best in a position to discern the effects of political 
events upon the money market and who realized that 
the German currency system rested on a metallic 
foundation far from strong enough to withstand suc- 
cessfully a great crisis. And apart from these circles, 
there were many other prominent men able to define 
their attitude regarding this very important question; 
they put before the public valuable essays on the subject 
of financial mobilization. 

These facts should be borne in mind in order to under- 
stand the course of German banking legislation since 
1906 and the banking policy of the German Reichs- 
bank. The first step was to grant the Reichsbank the 
privilege (Law of February 20, 1906) of issuing bank- 
notes in denominations of M. 50 and M. 20.!' The - 
purpose of this legislation was admittedly to replace 
a part of the precious gold in circulation by small bills, 
or to meet a part of the need for gold coin with the issue 
of smaller notes; as a result gold would flow in greater 
amounts into the Reichsbank. On June 5, 1906, 
another statute was passed according to which the 
Reichskassenscheine (treasury notes) were to be 
issued in denominations of M. 10, replacing those of 
M. 20 and M. 50.? 


1 Heretofore the smallest denomination had been M. 100, as provided for in the 
Bank Law of March, 1875. Y 


2 These treasury notes are the only paper money issued by the German Empire. 
They were created by a law passed April 30, 1874, when the maximum amount was 
fixed at M. 120 millions. To increase the imperial war chest of gold, which amounted 
since 1871 also to M. 120 millions, it was ruled on July 3, 1913, to issue a further 
120 millions of Reichskassenscheine. Up to the end of July, 1914, about 85 millions 
of this new issue had been put into circulation, and the war chest had been accordingly 
increased; the total amount of gold in the chest (205 millions) was promptly delivered 
to the Reichsbank for the credit of the Empire at the outbreak of the war. On 
March 22, 1915, a new bill was passed providing for the issue of a further 120 millions 
Reichskassenscheine in denominations of M.10. This new issue, however, is to be 
entirely covered either by Darlehnsk heine or by currency: it is to be with- 
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In 1908, when the time approached to renew the 
charter of the Reichsbank, an official inquiry was held 
with the purpose of disclosing all means and ways to 
help in the policy of strengthening the German mone- 
tary system. The six questions propounded to the au- 
thorities finally sifted down to one: how was the 
position of the Reichsbank to become stronger in 
the future ? This official inquiry resulted directly in 
the passing of the bank act of June 1, 1909. In Article 
3 of this act the notes of the Reichsbank were declared 
“legal tender”! a quality they had not possessed 
before. By this provision the public was to grow 
accustomed to considering the Reichsbank notes “ as 
good as gold.” 

Simultaneously with this legislation, which had in 
view the strengthening of the Reichsbank, German 
banking policy was extended to the private joint stock 
banks. The government fully realized that an improve- 
ment in the German credit system could only be 
achieved by finding a way to induce these institutions 
to use more restraint and discretion in the granting of 
new credit. In view of the fact that the country owed 
its great economic development largely to the stimulat- 
ing influence of the private stock banks, a destructive 
legislation against these useful institutions was con- 
sidered inadvisable. Therefore an attempt was made 


drawn later and replaced by Reichsbank notes of the same denominations, the issue of 
which is already provided for in the same bill. 


1 As the American definitions of “‘ lawful money "’ and “ legal tender "’ differ from 
those customary on the Continent, it may be stated that in Europe the term “ lawful 
money” implies the unit standard, — either the unit standard coin, or government 
notes, or banknotes not convertible into coin, according to the respective monetary 
legislation. The term “ legal tender” is applied only to such government notes or 
banknotes as have been declared by law to be instruments of payment, but which are 
upon demand redeemable in gold. For instance, the notes of the Bank of France and 
of the Reichsbank, previously “ legal tender ” notes, became “ lawful money ” at the 
outbreak of the European war, when these banks by special legislation were released 
from their obligation to redeem the notes in specie. The notes of the Bank of England, 
however, remained legal tender notes, for the bank continued to redeem them in gold. 
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to influence the banks by other means. This was 
accomplished in two ways. In the first place the banks 
were compelled to publish a so-called ‘ Zwischen- 
Bilanz”’ (intermediate balance sheet) every two months, 
instead of once a year as heretofore. The purpose was 
to subject the banks in their conduct of business more 
fully to public criticism. The measure was to act as a 
restraint upon the banks, in view of possible political 
conflicts. In the second place, the Reichsbank re- 
quested all banks to increase their ‘“ Giro-Guthaben ” 
(deposits) with it, thus increasing its own working 
capital as well as the bank’s cash reserves. 

Owing to this far-sighted policy credit conditions in 
Germany improved materially. The money which had 
been borrowed for short terms from foreign countries, 
particularly from France, was repaid, and the propor- 
tion between cash available and short term obligations 
considerably increased. Such a development was doubt- 
less favored by the slackening of business in Germany 
after the end of 1912, which would in any case have 
caused an increase in the banks’ cash on hand. 

Apart from the improvement in the monetary and 
credit conditions the German Government also suc- 
ceeded in enhancing its own resources by adequate tax 
measures. These measures resulted in the passing of 
the well-known tax law of June 3, 1913, authorizing 
what was expressly called an extraordinary ‘ Wehr- 
beitrag ”’ (contribution for the country’s defence). The 
total yield of this tax had been estimated at approxi- 
mately M. 1,200 millions, to be collected in three annual 
instalments. Up to the middle of the year 1914 the 
receipts had aggregated about M. 300 millions. 
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II 
Tue Four War MEASURES 


It will be seen that at the beginning of August, 1914, 
Germany was in a comparatively favorable monetary 
situation. But in addition to these precautionary 
measures, the government, in order to complete the 
financial mobilization, had carefully prepared a number 
of bills to be enacted at the outbreak of a war. They 
were brought before the Reichstag on August 4, and 
were unanimously accepted in one meeting. 

Let it be premised that the coinage act of July 9, 
1873, by which Germany had adopted the gold standard, 
prescribed the acceptance of subsidiary money up to 
M. 20, of minor coin up to M. 1. The coinage act 
moreover obliged the Treasury to exchange upon 
demand any amount of such minor coin for gold. Such 
provisions could of course not be maintained during a 
European war, as care had to be taken to prevent an 
outflow of gold. 

The desired results, then, were brought about by the 
following acts: — 


1. (Law 4448.) Act respecting Notes (Reichskas- 
senscheine and Banknotes) 


The Reichskassenscheine, whose acceptance had 
heretofore not been compulsory, were proclaimed “‘ law- 
ful money” (see footnote, p. 726). At the same time the 
Reichsbank notes were made “‘ lawful money,” by the 
provision that the Reichsbank should be released from 
its obligation to redeem the notes in gold. Consequently 
the Treasury was freed from the redemption of the out- 
standing Reichskassenscheine (sections I and II). In 
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order to protect the private note-issuing banks ' against 
the loss of their gold reserves and to enable them to 
conduct their business during the war, these banks were 
allowed to redeem their notes with Reichsbank notes 


(section ITI). 


2. (Law 4434.) Amendment of the Coinage Act 


As mentioned above, the German coinage act of 
1873 provided that the subsidiary and minor coins 
should be exchanged for gold upon demand. This 
provision was accordingly modified to the extent that 
the imperial Treasury, during the war, should be 
released from its obligation to exchange these coins for 
gold, but should be allowed to exchange them for 
Reichsbank notes and Reichskassenscheine. 


3. (Law 4435.) Amendment of the Bank Law 


The Reichsbank, in accordance with the historical 
function of a great central bank of issue, had always 
been regarded as an institution whose very purpose was 
to serve the country in time of war. In order to ac- 
complish this important task it was necessary to place 
the Reichsbank in a position to cope with the extra- 
ordinary requirements. In section 17 of the Bank 
Law of March, 1875, it had been provided that the 
Reichsbank must keep as security against its circulating 
notes 4 in cash and ? in short term bills of exchange 
bearing at least 2 names (double name paper). In order 
to enable the Reichsbank to grant extensive credits to 
the Empire this provision was changed. The Reichs- 
bank received the permission to discount Treasury 


1 There still exist four private note-issuing banks in Germany, viz.: The Bayerische 
Notenbank, the Sichsische Bank, the Badische Bank, and the Wiirttembergische 


Notenbank. 
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bills ! which matured not later than 3 months; and it 
was provided that the bank should be at liberty to con- 
sider, in addition to double name paper, such short term 
obligations of the empire and Imperial Treasury Bills as 
security within the meaning of section 17. 

This act likewise repealed, for the duration of the war, 
the well-known provision for a 5 per cent tax upon the 
uncovered amount of circulating notes (exceeding 550 
or 750 millions respectively). The deciding factor for 
this action probably was the consideration that at a 
time when the Reichsbank was increasing its note cir- 
culation in the interest of the Empire, there could be no 
reason for a tax tending to restrict note circulation. 


4. (Law 4446.) Act respecting Darlehnskassen 


The acts just mentioned represent amendments of 
existing legislation in regard to currency and note- 
issuing banks. The other measures taken for the com- 
pletion of the financial mobilization had no connection 
whatever with previous laws enacted in times of peace. 

In order to. relieve the Reichsbank and the joint 
stock banks, it was considered essential to create an 
institution to extend credit against collateral security. 
For this purpose loan banks (Darlehnskassen) were 
established throughout the country. Such Darlehns- 
kassen, as a matter of fact, were not entirely unknown; 
they had already proved successful in Prussia in the 
wars and crises of 1848, 1866 and 1870. On the strength 
of its experiences during these periods, the govern- 
ment, in order to complete the war credit and currency 
system, again returned to this old and approved organ- 
ization. The Darlehnskassen system was, of course, 


1 Another act (law 4333) expressly authorized the Treasury to issue such Imperial 
Treasury Bills. 
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considerably developed, in accordance with the changed 
conditions of the present day. The leading idea was to 
strengthen as far as possible the position of the Reichs- 
bank for the financial needs of the government. To 
accomplish this end, business had to be given an oppor- 
tunity to satisfy its demands for credit elsewhere. Tho 
the great joint stock banks would unquestionably have 
come to the assistance of their clientéle in time of war, it 
was nevertheless deemed advisable to establish another 
organization with the sole object of meeting, in case 
of emergency, the urgent demands for credit. In close 
coéperation with the branch system of the Reichsbank, 
the Darlehnskassen were to be established in all cities in 
which the Reichsbank maintained a branch office and 
where there appeared to be a need for the facilities. 
The Darlehnskassen were started without capital, in 
lieu of which they issue Darlehnskassenscheine (Loan- 
Bank notes). The act of August 4, 1914, provided for 
the issuing of a maximum amount of these Loan-Bank 
notes of M. 1,500 millions; an amendment to this act 
(November 11, 1914) increased the amount to M. 3,000 
millions. It may be worth while to mention that 
so far the maximum amount of the Darlehnskassen- 
scheine put in circulation has at no time reached the 
amount originally provided for, M. 1,500 millions. On 
December 31, 1914, the circulation totalled M. 1,317 
millions, and gradually decreased to M. 760 millions on 
March 15, 1915. The Darlehnskassenscheine neither 
became lawful money nor were they declared legal 
tender. But the Reichsbank was authorized to include 
them in its legal cash reserves. Thereby it was intended 
to assure the possibility of extending the Reichsbank’s 
issue power, in case its gold reserve should prove insuffi- 
cient cover for its note circulation as provided for in 
section 17 of the fundamental bank law of 1875. 
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In practice the business of the Darlehnskassen is 
conducted as follows: they obtain banknotes from the 
Reichsbank against the issue of Darlehnskassenscheine, 
which are fully secured by the accepted security. On 
the strength of these Darlehnskassenscheine the Reichs- 
bank is enabled to put into circulation three times the 
amount of its own notes. 

The denominations of the Darlehnskassenscheine 
were at first M. 5, 10, 20 and 50. Later, notes of M. 1 
and M. 2 were issued. While the smaller denominations 
are mostly in circulation, the larger ones are chiefly 
held by the Reichsbank. In the weekly statement of 
March 15, 1915 this institution showed a balance of 
M. 176 millions of Darlehnskassenscheine, from which 
it may be inferred that of the total issue (at that time 
M. 760 millions as previously stated) M. 584 millions 
were in active circulation. 


III 
THe REICHSBANK 


As previously remarked, the Reichsbank for years had 
heeded closely the possibility of political imbroglios and 
was accordingly prepared for the outbreak of the war. 
The course of: financial events immediately preceding 
and following the beginning of hostilities may be 
briefly described as follows. 

During the last days of July, 1914, the public became 
alarmed and began to exchange Reichsbank notes for 
gold. The Reichsbank at first satisfied such demands, 
but very soon restricted itself to paying out only sub- 
sidiary coins. After July 31, the bank entirely dis- 
continued redeeming its banknotes, this step probably 
having already met with the approval of the govern- 
ment. The measures taken by it received full legal 
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sanction when the Reichstag met on August 4, 1914. 
The refusal on the part of the Reichsbank to redeem its 
notes in gold might easily have increased the alarm of 
the public, had the bank not enlightened the people by 
using the daily press, and had it not at the same time 
freely discounted bills of its customers, so that these 
were not experiencing difficulties in meeting their own 
obligations. The increase in the amount of bills dis- 
counted by M. 1,330 millions during the week from 
July 23 to July 31 is the best evidence of the far-reach- 
ing assistance rendered by the Reichsbank at that 
period. Further, it granted loans against collateral in a 
liberal manner, revising for this purpose the list of 
securities which could be pledged. Whereas in time of 
peace only imperial issues or those of the several states, 
municipal bonds, and land-mortgage bonds: had been 
accepted as collateral, the list was extended to include . 
all domestic securities listed on German stock exchanges. 
At the same time the Reichsbank prepared to open the 
Darlehnskassen mentioned above. Upon these institu- 
tions was to devolve later the task of granting credit 
against pledge of securities and non-perishable mer- 
chandise. 

The further development of the financial state of 
affairs may best be followed up by reference to the 
weekly statements of the Reichsbank. They are tabu- 
lated in Appendix II to the paper, for the period from 
July 15, 1914 to March 15, 1915. Im the first week of 
August, 1914 the item “‘ Commercial paper and Treas- 
ury bills’ shows an increase by M. 1,565 millions. 
According to official information, about M. 750 mil- 
lions of this amount represent requirements of the 
government for military payments. As financial and 
business concerns felt apprehensions regarding the 
possibility of a sudden discontinuance of credit facili- 
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ties, they were naturally anxious to secure large credit 
balances with the Reichsbank. But they were not in 
immediate need of cash, and the proceeds of discounted 
bills therefore chiefly remained with the bank, as is 
shown by the increase in deposits. Since, moreover, the 
stock of gold was at the same time considerably raised 
through the imperial war chest,' the Reichsbank could 
meet the enormous demands without permitting the 
cover for the circulating notes to drop below the 
minimum proportion of 33} per cent in cash (gold in 
bullion and coin, Reichskassenscheine, and Darlehns- 
kassenscheine). Taking into consideration the cover 
in gold alone, we find that the security in that metal 
was 37.9 per cent for the period mentioned. The 
percentage dropped only once below this figure (to 
36.7 per cent) on August 22, 1914. After that time the 
percentage steadily improved, and reached 42.9 per 
cent on March 15, 1915. This favorable result was 
brought about mainly by the fact that the Reichsbank 
could continue to draw gold from circulation and 
replace it by small banknotes. As-stated above, this 
policy dates back as far as 1906 and has undoubtedly 
during the last few years been the chief means of in- 
creasing the gold stock in the Reichsbank’s vaults. 
The gold reserve amounted on 


July 23, 1911 to M. 917.2 millions 
“« 23,1912“ “ 9790 « 
“ 23,1913 “ “ 1,156.7 “ 
« 23,1914“ “ 13568 “ 


A few days previous to the outbreak of the war the 
amount of gold on hand dropped as low as M. 1,253.2 
millions. But from the beginning of August the stock 
continually increased, and on March 15, 1915 it rose 


1 See p. 725, note 2. 
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to the enormous amount of M. 2,300 millions. It is 
obvious that only by means of such a large increase in 
the gold reserve could the Reichsbank expand its note 
circulation without jarring the foundation of the 
German monetary system. 

While it is undoubtedly true that the Reichsbank was 
enabled to maintain its gold reserve by its refusal since 
August Ist to redeem the notes in gold, the considerable 
increase in its gold reserve could not have been accom- 
plished without the assistance of the entire public. 
There was no other means by which the gold held by 
individuals and in circulation could have been con- 
centrated with the Reichsbank. Through the press the 
public was consistently educated in regard to the ex- 
change of banknotes, and it came to be looked upon as a 
national duty to deposit the gold with the Reichsbank 
and receive its notes therefor. Gradually this idea. 
became national and was taken up by all classes of the 
population. Churches and schools participated in the 
movement, and this is the only explanation of the fact 
that the Reichsbank was able to increase its gold 
reserve since the beginning of the war by more than 
1,000 million of marks without importing gold. An 
opinion regarding this increase in the Reichsbank’s 
gold reserve would have little value, so far as the present 
is concerned. As regards the future, however, it cannot 
be overestimated. This large gold reserve will ma- 
terially facilitate the reéstablishment of normal mone- 
tary conditions as soon as peace has been restored. 
Aside from this fact, the willingness of the population to 
sacrifice precious metal for paper money in hard war 
times will constitute a unique case in banking and 
financial history. The psychological explanation is 
unquestionably the great confidence and trust enjoyed 
by the Reichsbank ever since its establishment. 
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Owing to the constant withdrawal of gold from cir- 
culation, the banknotes of small denominations (issued 
in accordance with the act of 1906, as previously ex- 
plained) were destined to play a particularly important 
part. On June 30, 1914 the total circulation of small 
banknotes amounted to M. 651.7 millions; on July 30, 
1914 it had already increased to M. 812.6 millions. On 
March 15, 1915 the total amount of banknotes (large 
and small denominations) in circulation was M. 4,937 
millions, which included not less than M. 2,161 millions 
small notes (M. 50 and 20) representing about 44 per 
cent of the total. 

The item “‘ Commercial paper and Treasury bills ” 
contained in the Reichsbank’s weekly statements 
clearly reflects the effect brought about by supplying 
the financial needs of the Empire. Inasmuch as the 
business concerns had satisfied their credit requirements 
during the few days preceding the outbreak of war, it 
stands to reason that they found more funds at their 
disposal when the situation was cleared than were 
needed for business. On the other hand, until the first 
war loan was issued, it was the Reichsbank’s para- 
mount obligation to provide the Empire with the funds 
necessary for conducting the war. As a consequence the 
item ‘‘ Commercial paper and Treasury bills ”’ increased 
constantly, until it reached its highest point on Sep- 
tember 30, with M. 4,755.8 millions. According to 
official information Treasury bills alone amounted at 
that time to M. 2,300 millions. When the first instal- 
ment of the war loan, due on October 5, was paid in, the 
Treasury took in M. 2,420 millions, which amount was 
largely applied for the payment of Treasury bills dis- 
counted with the Reichsbank. Reference to the bank’s 
weekly statements will substantiate this, for the total of 
“Commercial paper and Treasury bills” decreased from 











TS 


ae ee ad eee Sore 











GERMANY’S FINANCIAL MOBILIZATION 737 


M. 4,756 millions on September 30 to M. 2,643 millions 
on October 7. It is probable that the government 
contributed at least M. 2,000 millions to this decrease. 
The amount may have been even larger, because some 
of the subscribers to the war loan probably discounted 
bills at the Reichsbank in order to raise the required 
funds. 

The subsequent rise of the item ‘‘ Commercial paper 
and Treasury bills” viz. from M. 2,643 millions on 
November 7, 1914 to M. 4,437 millions on March 15, 
1915 was undoubtedly caused by new financial require- 
ments of the Empire. These figures illustrate that the 
Reichsbank is the center of the entire financial mobiliza- 
tion in Germany. 


IV 
THe ImpertAL LOAN BANKS (DARLEHNSKASSEN) 


The Darlehnskassen have so far accomplished their 
object in every way. They have relieved the imperial 
Reichsbank, and at the same time offered an oppor- 
tunity, especially to business concerns, of receiving 
advances on security upon which in ordinary periods 
money could be raised only with difficulty. Since grant- 
ing loans on the part of the Darlehnskassen implies 
automatically an increase in the circulation of Reichs- 
bank notes, as explained above, the loan banks in their 
desire to prevent a dangerous depreciation of the paper 
money, grant loans solely in cases where the real value 
of the security offered is commensurate with the amount 
applied for. On the other hand, the regulations of the 
loan banks respecting acceptable security were made 
very comprehensive. In addition to stocks, bonds, and 
raw products, “all non-perishable merchandise” is 
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eligible. But notwithstanding these easier conditions 
for obtaining credit facilities, full precautions are taken, 
inasmuch as only marketable goods and merchandise of 
probably lasting value are accepted. Furthermore, loans 
are granted only up to 50 per cent or at best up to two- 
thirds of the appraised value of the security. One must 
also take into consideration that the oorrowers are liable 
to the Darlehnskassen with their entire property for the 
repayment.of the loans. This explains the fact that the 
Darlehnskassen as a matter of principle grant loans 
only to reliable firms or parties deserving credit. The 
intrinsic value of the Darlehnskassenscheine can there- 
fore hardly be doubted. The precautions dictated by 
a due regard for the quality of the paper-money 
resulted in a smaller volume of business for the Dar- 
lehnskassen than the authorities may have expected. 
According to official statements only M. 226.6 millions 
had been paid out from August 5 to September 23, 1914. 
For the period from September 23 to October 7, 1914, 
however, new loans to the amount of M. 850.1 millions 
were reported. On October 7, 1914, M. 710.4 millions 
(or 63.7 per cent out of M. 1,115.7 millions) were appor- 
tioned to loans granted on subscriptions to the first 
war loan. At the end of October not more than M. 
332.6 millions had been borrowed on other security and 
on merchandise. On March 15, 1915, the larger part of 
the loans granted against these subscriptions having 
been repaid, the total amount of the outstanding loans 
was only M. 583 millions. These figures do not in 
themselves evidence a lesser importance of the Dar- 
lehnskassen, which became evident again in connection 
with the financing of the second war loan. The sub- 
scriptions to this amounted to M. 9 billions, and some of 
the subscribers without question called upon the Dar- 
lehnskassen for assistance when the various instalments 
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became due.! Under these circumstances the great 
joint stock banks are considerably relieved, not being 
obliged to withhold otherwise available credits from the 
business world. 


V 
War Crepit BAnKs 


The perfectly justified precautions taken by the Dar- 
lehnskassen in connection with their loans made it 
necessary, however, to add to the organization for credit 
facilities during the war another institution. In 
Germany business to a very large extent is based upon 
receiving and granting credit. The disturbances in 
business caused by the war were bound to make them- 
selves felt, especially with concerns which had at their 
disposal neither sufficient bank credit nor pledgeable 
security. Their situation was critical in so far as, on the 
one hand, they had to meet maturing obligations for 
materials, supplies received, work performed by others, 
especially wages, as well as the requirements for main- 
tenance of the business; on the other hand they had to 
reckon with bad debts, cancellation of orders and cessa- 
tion of regular earnings. The difficulties thus faced 
by many business houses through no fault of their 
own could not, of course, all be removed simply by 
credits granted to them by the Reichsbank, the Dar- 
lehnskassen or by private banks. Either the security 
available was insufficient or the required indorsements 


1 The first instalment of the new war loan became due April 14. There were paid 
in about 6 billions instead of 3.4 billions as required according to the terms of sub- 
scription. To judge from the statement of the Darlehnskassen these institutions may 
have contributed temporarily about M. 1.2 billions of these 6 billions, for the amount 
of loans granted by them increased from M. 344.6 to M. 1,573 millions during the week 
April 7 to April14. Of the latter amount M. 521 millions were granted against hypothe- 
cation of the new war loan warrants. In accordance herewith the amount of Darlehns- 
kassenscheine by the Reichsbank rose from M. 165 millions on March 22 to M. 932 
millions on April 15. 
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of their bills were wanting. Under the circumstances, 
it was deemed advisable to create an institution of an 
intermediary character, which would bear the greater 
share of the risks involved. The so-called War Credit 
Banks are designed to serve this purpose. They were es- 
tablished throughout thecountry, have their own capital, 
and the obligations undertaken by them are guaranteed, 
and losses, if any, refunded, by the respective municipali- 
ties and commercial associations. The War Credit Bank 
of Greater Berlin, for instance, was established with a 
capital of 18 millions of marks, of which 25 per cent are 
fully paid in. In addition thereto, there is a liability of 
11.5 million marks by official bodies or commercial 
organizations. 

Inasmuch as the officers of the War Credit Banks are 
in close touch with local conditions and are known to be 
extremely careful and scrutinizing in their investiga- 
tions, the Reichsbank did not hesitate to declare its 
willingness to discount the bills of these War Credit 
Banks up to an amount aggregating 3 to 5 times the 
amount of their capital stock. 

Another type of War Credit Bank was established on 
a codperative basis, with the special object in view of 
assisting the German middle classes. The smaller com- 
munities were particularly interested in these latter 
institutions, as they were designed chiefly to assist 
during the critical periods those whose financial strength 
was temporarily insufficient to bear the heavy burdens 
imposed by the war. 

The entire organization in Germany, then, for credit 
facilities during the war may be summarized as follows. 

Owing to well planned modifications of the German 
bank act, the Reichsbank may now be looked upon as 
a War Credit Bank on a large scale. By releasing the 
bank from its obligation to redeem its notes in gold, 
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the government as well as commercial and industrial 
concerns were enabled to obtain the required credit 
facilities, and the issue of the first war loan could be 
postponed until its success was warranted by the con- 
dition of the German money market and until private 
banking institutions had been supplied with sufficient 
funds to insure the continuance of unimpaired credit 
facilities for Germany’s commerce and industries. 

By establishing the Darlehnskassen the German 
credit system was suitably extended to supply all 
requirements, and the possibility of investment of the 
Reichsbank’s funds in non-liquid collateral loans was 
forestalled. As the Reichsbank was further authorized 
to treat Darlehnskassenscheine as cash security within 
the meaning of section 17 of the bank act (requiring 
one-third cash against notes outstanding) the granting 
of credit facilities by the Darlehnskassen automatically 
tended to increase and extend the efficiency of the 
Reichsbank. It is true that the Reichsbank’s gold 
reserve itself has so far been sufficient cover for its note 
circulation as prescribed by law; this new provision, 
however, created a second reserve in the event of an 
unusually large expansion of the Reichsbank’s note 
circulation. 

Finally, the financially weaker concerns for whom the 
stringency of war times would have meant economic 
ruin are taken care of by Germany’s financial mobiliza- 
tion, support being extended to them by the newly 
organized War Credit Banks. 

It is due to this carefully planned and admirable 
organization that Germany alone of all the countries 
at war was able to do without a moratorium, thereby 
preventing a stand-still of her national trade, commerce 
and industries, and retaining her commercial and 
economic powers almost unimpaired in spite of the war. 
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VI 
FOREIGN EXCHANGE 


The success attending these measures has failed to 
be appreciated in foreign countries, because of the 
undue importance ascribed to the rates of foreign 
exchange. The financial status of a country is cus- 
tomarily judged by the rates prevailing in other 
countries for its exchange. The unfavorable movement 
of the German exchange since the outbreak of the war 
was regarded abroad as a sign of weakness in Germany’s 
financial status. Such an opinion, however, does not 
pay adequate attention to the various causes of the 
decline in the German exchange rates in foreign coun- 
tries. It must be considered that, like all other Euro- 
pean countries with an active industrial and commercial 
life, Germany already had an international “‘ debit ”’ 
balance of trade in times of peace. During the last 
five years, the export and import figures compare as 
follows: — 


(Millions of Marks) 
1913 1912 1911 1910 1909 
Imports ..... 10,770 10,692 9,706 8,934 8,527 
Exports ..... 10,097 8,957 8,106 7,475 6,594 


Excess of imports 673 1,735 1,600 1,459 1,933 





It will be seen that despite considerably increased 
export figures in the year 1913, imports still exceeded 
exports by 673 millions of marks. The fact that Ger- 
man exchange was nevertheless quoted abroad at 
comparatively favorable rates must be attributed to her 
invisible balance of trade, which, in addition to regular 
interest and profit earnings out of foreign investments, 
consisted mainly of the enormous amounts due for 























743 





GERMANY’S FINANCIAL MOBILIZATION 


freight, mail and passenger traffic on her mercantile 
marine. At the outbreak of the war, this very impor- 
tant item of Germany’s international trade balance was 
at once wiped out. Moreover, her exports decreased 
heavily, while she was still dependent upon foreign 
nations to furnish raw products and materials neces- 
sitated by the war. Thus her indebtedness to foreign 
nations was constantly increasing. For political 
reasons, the government could not permit gold exports 
to any considerable amount, and consequently the rates 
of foreign exchange are ruling strong in the German 
market. Despite these facts, however, the balance of 
trade cannot be looked upon as the sole cause for the 
important rise in the exchange rates. It may reasonably 
be assumed that sentiment has influenced the situation 
to a certain extent. It seems that in neutral countries, 
and particularly in the United States, which is at present 
leading in the international money market, the opinion 
and the belief still prevail that the final outcome of the 
European war will be in favor of the Allies. This 
consideration, tho but a psychological one, plays an 
important part in the fluctuations of the rates of ex- 
change. The situation should not be underestimated, 
in view of the fact that the credit of a country is judged 
on thé basis of its exchange quotations. If the bankers 
in the United States were to feel thoroly confident 
that Germany would be victorious, the low rate for 
German exchange would certainly induce them to buy 
German Reichsmarks, which in turn would mean an 
improvement in the exchange quotations. It is neces- 
sary to point out these facts in order to explain the 
apparent inconsistency between the above description 
of Germany’s financial strength and the opinion thereof 
entertained abroad. If in foreign countries the judg- 
ment of Germany’s financial status is a matter of per- 
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sonal sentiment which only the course of events will 
rectify, the fact remains that the financial measures 
here described produced in every respect the desired 
effect and put the country in a position to bear the bur- 
den of the terrible struggle with comparative comfort 
and ease. 

We believe, in conclusion, that, just as the organi- 
zation of the Reichsbank in time of peace has already 
for years been considered a model, Germany’s financial 
measures in anticipation of this war and brought 
about by it will also set a standard for other countries, 
if events of such weight as Europe is passing through 
at present should ever occur again. 





Lupwic BEnNpIx. 
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APPENDIX 
I 


Statistics oN War Loan Bangs. Issums oF 


1914 


August 4 
. 15 
“ 22 
xe 31 
September 7 
2 15 
sd 23 
: 30 
October 7 
-s 15 
: 23 
" 31 
November 7 
. 14 
“ 23 
> 30 
December 7 
. 15 
. 23 
. 31 
1915 
January 7 
- 15 
23 
. 31 
February 6 
os 15 


o 23 


« 


DaRLEHNSKASSENSCHEINE 


(In million marks) 


In the Vaults of 
the Reichsbank In Circulation 


about 60 
*- @ 
99 

173 


« 150 
147 
143 
334 


949 
829 
737 
865 


859 
758 
594 
739 


10 
13 
31 
70 


Total Amount 
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about 
be 


70 
110 
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243 
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PROMOTION AS THE CAUSE OF CRISES 


SUMMARY 


Two groups of crisis theories, 748. — Failures the chief phenomena in 
the crisis, 749. — Promotion activity the cause of prosperity, 750. — 
Relation between promotion and failures, 752. — Newly-promoted 
concerns fail, 752. — Old concerns fail because of competition of new, 
755. — All kinds fail because of inability to cope with dynamic condi- 
tions, 756.— The part of credit in the cycle, 761. — Exhaustion of 
loanable funds, 761. — Falling reserve ratios or falling reserves, 762. — 
Gold movements before crises, 763. — Break down of credit not the 
main cause of crises, 764. — Crisis failures include insolvent as well as 
solvent concerns, 765.— Promotion the cause of crises, 766. 


TuHeEorIEs of crises may be divided into two chief 
groups. One holds that industry is normally in a con- 
dition of stable equilibrium and that a crisis is the 
disturbance of this equilibrium by unpredictable causes. 
The second maintains that industry is normally un- 
stable and that its equilibrium is eventually ruptured 
by steadily operating and cumulative forces.! This 
article falls in the second group. It will attempt to 
show that even when prosperity is not interrupted by 
extraneous causes such as natural calamities (crop fail- 
ures, fires, floods, and so on) or by political disturbances, 
threats of war, and the like, active promotion, the 
cause of rising prosperity, still sets in operation forces 
which lead to a financial crisis, tend to check promotion 
activity, and cause a return to a condition of depression 
such as characterized the beginning of the period. 

It is often said that industrial depression and financial 
disturbance are but different phases of a given situa- 

1 Jones, Economic Crises, ch. I, gives a good discussion of the theories of indus- 


trial equilibrium; cf. also Taylor, Kinetic Theory of Crises, University of Nebraska 
Studies, January, 1904. 


748 











PROMOTION AS THE CAUSE OF CRISES 749 


tion.' But just how the depression and the financial 
phenomena are related remains to be satisfactorily 
explained. It is proposed, as just stated, to show that 
crisis and depression are the logical sequence of the 
business activity of the preceding period. Before 
entering on such an explanation, it is necessary to make 
clear the essential features of the financial crisis, on the 
one hand, and of the industrial depression, on the other. 

The financial crisis, I maintain, is a situation in which 
a larger number than usual of debtors are unable to 
meet their obligations, primarily because industry and 
finance have failed to yield returns as large as the 
estimates upon which borrowings or subsequent ex- 
penditures were based, and secondarily because of a 
contraction of credit. Many writers are inclined to 
lay sole stress upon the failure of firms which suspend 
because they cannot obtain the customary credit accom-- 
modations — a phenomenon here classed as secondary. 
While such failures are strikingly prominent and very 
numerous during panic times, it should be recognized 
that the chief failures are those of genuinely insolvent 
concerns which have not made good during the preced- 
ing period of rising prosperity. In fact, the panic stage 
is very often precipitated by the failure of a prominent 
firm or firms. The crisis of 1837 in the United States 
was preceded by failures in the fall of 1836 of English 
firms doing business with this country. In 1857 the 
panic began with the failure of the’Ohio Life Insurance 
and Trust Company. The difficulties of 1873 com- 
menced with the failure of the New York Warehouse 
and Security Company and the banking house of 
Kenyon, Cox & Company. In 1884 trouble began with 
the failure of the brokerage firm of Grant & Ward and 
the Mercantile National Bank. The failure that 


1 Cf. Taussig, Principles of Economics, vol. i, p. 400. Hull, Industrial Depres- 
sions, however, says there is no relation between the two. 
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marked the turning point of prosperity in 1893 was that 
of the Philadelphia and Reading Railroad. In 1907 one 
of the initial episodes was the failure of the Mercantile 
National Bank owing to its furtherance of copper 
enterprises and speculation. 

On the industrial side of the crisis cycle the dominant 
factor is the condition of promotion.' If many new 
enterprises are being started the increased demand for 
capital goods means heavy orders placed with producers, 
a greater demand for labor, enlarged profits, increased 
railway earnings, and soon. The increased demand for 
capital goods is reénforced by heavier demands for con- 
sumption goods, and general rising prosperity is the 
result. Good times, therefore, are due to the investment 
of the social savings. If investment slows up all the 
phenomena of business depression appear. Professor 
Commons? says that “ over-production ”’ is mainly the 
“ under-consumption ”’ of wage earners. But is it not 
more nearly the case to say that “ over-production ”’ is 
the “‘ under-consumption ”’ of investors ? 

However much writers disagree as to what causes the 
transition from good times to bad, there is an increasing 
unanimity of opinion that rising prosperity is due to 
promotion activity, and depression to a relative inactiv- 
ity in investment. Taylor brings this out clearly in his 
chapters on crises in T’he Credit System, as does Mitchell 
in Business Cycles.* Burton‘ takes a similar position. 


1 See my article, “‘ Analysis of the Crisis Cycle,” in Journal of Political Economy, 
October, 1913. 2 Races and Immigrants, pp. 156-157. 

3 Professor Mitchell and I, each working independently, have reached conclusions 
regarding crises and the general cyclical movement of business which are in substantial 
agreement. He recognizes this in his book (p. 603). Under date of May 3, 1913, Pro- 
fessor Mitchell wrote me: “ From your April article I infer that we have stated the 
problem in much the same way, applied similar methods of analysis, and reached much 
the same results. But I think you have discovered several points which have escaped 
me, and that you will find the interest in your results heightened rather than diminished 
by the appearance of my book. That surely ought to be the case. If you and I are 
really working by scientific methods our investigations ought to bring us out at the 
same conclusions, and that we confirm one another ought to be a matter of interest to 
those who are taking economic theory with seriousness.” 

4 Crises and Depressions, p. 306. 
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He says that the important feature in the occurrence of 
crises and periods of depression “ is the increasing pro- 
portion of expenditures in preparation for increased 
production, manifesting itself in the formation and 
prosecution of new enterprises and the building on a 
large scale of railroads, ships, and factories, and the 
providing of other means to meet increased demands. 
At times these expenditures for increased production 
attain an unusual proportion as compared with the 
ordinary expenditures for annual consumption or 
support.” Tougan-Baranowsky ' says: “ Pendant les 
phases de prospérité, on crée le nouveau capital fixe de 
la société. Toute l’industrie sociale prend une orienta- 
tion particuliére: la fabrication des moyens de produc- 
tion passe au premier plan. La production du fer, des 
machines, des instruments, des navires, des matériaux 
de construction devient bien plus considérable qu’aupa- 
ravant.”’ ‘Two writers of works less scientific than those 
above cited have come to the same conclusion. Hull? 
states that ‘‘ what we call booms result almost entirely 
from the great periodic increase in the volume of con- 
struction, and what we call industrial depressions result 
almost entirely from the great falling-off in the volume 
of construction.” Johannsen’ says: ‘‘ An augmenta- 
tion in the rate of new constructions brings with it an 
augmentation of the country’s business activity; and 
an increase in this activity, in turn, will increase the 
demand for new constructions; "the one factor con- 
stantly invigorating the other. The governing factor, 
however, and the one that starts this reciprocal action, 
must be found in enterprise and new constructions.” 
But what is the relation between promotion, the 
dominant element in the industrial phase of the crisis 
1 Les Crises industrielles en Angleterre, p. 271. 


2 Industrial Depressions, p. 105. 
3 A Neglected Point in Connection with Crises, p. 7. 
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cycle, and failures, the essential factor in the financial 
phase of the cycle ? An answer to this question is neces- 
sary before a working theory of crises can be said to be 
evolved. It is not enough to say that the failures are 
due to miscalculations in business. That does not 
explain why there should be more miscalculations at one 
time than another; nor does it show the relation 
between the industrial and financial phases of the crisis. 
The problem put in another form is: to what extent has 
promotion been a factor in bringing about these extra 
failures which constitute a crisis ? 

Analysis of any crisis situation shows that the two 
phenomena, promotion and failures, are closely related. 
Yet the relationship is more complex! than writers 
admit who say that the failures are due merely to over- 
investment, or improvident investment, or exhaustion 
of capital, or some one factor. Not one class, but a 
considerable number of classes of failures directly or 
indirectly connected with promotion activity may be 
marked out. I have outlined three of the most impor- 
tant. 

First, there are the failures of the newly-promoted 
concerns because of miscalculations in promotion. Here 
is found the much-talked-of anarchy of production. 
Investment is often carried too far in a given line and 
the market finally becomes overstocked with the partic- 
ular commodity or service produced by these new con- 
cerns. Or, it happens that promotion is premature; 
as for example in railway building before our crises of 


1 Professor Taussig, Principles of Economics, vol. i, pp. 410-411, gives recognition 
to the complexity of the crisis situation. He says: ‘‘ In sum, the causes of industrial 
depression seem to be reducible to various kinds of maladjustment, all connected with 
the intricate division of labor and the long stretch from production to consumption. 
There is likely to be maladjustment in the planning of some particular kind of capital, — 
railways, or electric enterprises, or textile mills. There is likely to be maladjustment 
in a greater addition to the total community's capita! than is justified by the total of 
its available savings. There is excess or deficiency in the stocks of dealers and middle- 
men. There is accentuation of the whole series of misfits because of the psychological 


factor.” 
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earlier date. While the capital is not from the social 
standpoint wasted, yet if the enterprises in question 
cannot find or stimulate enough demand for their 
products or services to meet their obligations they must 
sooner or later pass into receivers’ hands. 

The tendency for investment to follow a single line 
and to keep up until that line is greatly overdone is, I 
believe, more characteristic of the earlier crises than of 
the later ones. The era of distinctive railway crises 
apparently passed away with the crisis of 1884. The 
promotion activity preceding the European crisis of 
1900-01 and the world crisis of 1907 spread out over 
much broader fields than formerly, resulting in propor- 
tionately less overdoing of any particular line. No one 
kind of investment was conspicuous in either case. 

A study of the lines of investment followed in the 
last twenty or thirty years convinces one that invest- . 
ment manias are still present, but that they are localized 
and short-lived. Russia has recently had a more pro- 
nounced railway mania than any other country except 
the United States.' Germany extended her electric 
lighting system by leaps and bounds.? The boom in 
bicycles culminated in 1896, when over £17,000,000 of 
English capital went to cycle companies, as contrasted 
with £155,000 two years later. In the United States 
also a minor bicycle crisis occurred in 1896, as evi- 
denced by the failure of over 5 per cent of all manu- 
facturers and dealers in cycles.? Another boom occurred 
in breweries and distilleries when, in 1894-1905 inclu- 
sive, over £88,000,000 of English capital was invested 
in those lines. Of this amount over £54,000,000 was 
invested during the three years 1896, 1897, and 1898. 

1 Raffalovich, Le Marché Financier, 1898-99, p. 435. 


2 London Economist, 1900, p. 1072. 
3 Bradstreet’s, 1897, p. 354. 
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In fact, in 1898 breweries and distilleries ranked first 
among English industrial undertakings.' In 1902 and 
1903 there was a boom in stores and trading companies. 
In 1905 an unusually large amount of English capital 
went to build railways in the Americas, especially in 
Argentina, and in India, China, and Japan. The mania 
characteristics, however, have been more pronounced in 
mining investment than in most other lines. In 1895 
occurred the boom in South African mining shares. In 
1896 the Westralian mining mania reached its height. 
In a single month — April, 1896 — eighty-one Wes- 
tralian companies were launched. Between March 1, 
1894, and September 30, 1896, no fewer than 731 
Westralian gold-mining companies asked British inves- 
tors to subscribe an aggregate of almost £76,000,000.* 

Over-investment or partial over-production, always an 
inadequate explanation of the great mass of failures 
which make up a crisis, is surely less prominent than 
formerly. This relative absence of mania in promotion 
should be a factor in reducing the severity of crises and 
may account in part for the short-lived effects of the 
crisis of 1907. Possibly it was a factor also in prolong- 
ing the period of prosperity in the United States from 
1897 to 1907, with a slight interruption in 1903, —a 
period double the average length of good times in the 
past. 

Of course there will always be some miscalculations 
in investment. Companies are formed to produce new 
commodities. There is no possible way to anticipate 
the demand for an unmarketed commodity, no prece- 
dents of demand in former years to be followed. Neces- 
sarily, they must first prepare the product for market 
and trust to their ability to stimulate a sufficient 


1 Journal Royal Statistical Society, vol. xi, p. 145. 
2 Van Oss gives a good account of the boom in “‘ Kangaroos" in Nineteenth 
Century, vol. xl. 
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demand. It is inevitable, therefore, that losses as well 
as gains among such companies should be great, that 
much capital should be wholly or partially wasted. The 
losses under such circumstances cannot be due to a lack 
of managerial ability, since the complete avoidance of 
mistakes in investment would necessitate more than 
human foresight.!. For this reason the proposed social- 
istic oversight of investment, or any other plan, would 
not avail to protect from many mistakes in promotion. 

A second class of failures arises from the competition 
of the newly-promoted companies with old concerns. 
The newer companies have the advantage of freely 
introducing the latest inventions and processes, of 
locating advantageously with reference to sources of 
raw materials or to markets and the like. It is by such 
competition that, as Ely says,? the minimum expenses 
of production today become the marginal expenses of 
production tomorrow. This competition works hard- 
ship to the old concerns, yet it is by this process that the 
consumer receives the benefit of changes in the course of 
progress. A familiar example of the operation of the 
principle is the construction of houses for hire even after 
a city has a large number of unrented houses; because 
the preference of renters will be for the new, modern 
houses. It will be the owners of the old houses and not 
the later enterprisers that will suffer from the increased 
investment in rental properties. 

Competition of new concerns "with the established 
concerns also involves more than stated above. Not 
only is there competition between such allied lines as 
electricity and gas, cycles and automobiles, phono- 
graphs and pianolas, but between automobiles and 


1 Jones says that the existence of improperly used capital indicates a lack of mana- 
gerial ability, but that generalization seems too broad. It would not be applicable in 
this case. 

2 Outlines of Economies, p. 174. 
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furniture, phonographs and sewing machines, and so 
on. The organization and operation of new companies 
involves not only the stimulation of demand for more 
commodities but, whenever possible, the withdrawal of 
demand from old lines to new. There is a limit to the 
amount of goods the consumer can procure; if he buys 
commodities of one kind, it cuts down his ability to 
purchase commodities of other sorts.!_ The placing of 
new or additional commodities on the market un- 
doubtedly changes the currents of demand and it is 
beyond human powers to foresee those changes — 
hence miscalculations. 

In the third class of failures are those of concerns 
which have been unable to cope with the rapid changes 
in the cost of production and operation so characteristic 
of a prosperity period. The producer has to reckon not 
only with rapid changes in demand. Even when 
demand is sustained or increasing, unforeseen changes 
in cost of production often result in fatal miscalcula- 
tions. In the first place, the increased demand for 
capital goods to equip the new concerns upsets com- 
pletely the old price schedules, since it means heavy 
demands for some commodities, such as coal and iron, 
and little or no increased demand for other less general- 
ized commodities that do not enter so largely into 
schemes of promotion.? It is true that prices are 
normally dynamic; yet during a period of active 

1 Cf. Patten, The Theory of Prosperity. He maintains that the downward ten- 
dency of prices is due, not to the competition of producers, but to the power of substi- 
tution possessed by consumers. If the newly produced commodities satisfy more 
<- wants than the old, demand is transferred from the old to the new. See pp. 

‘It is a matter of great importance to business, not that promotion activity through 
credit expansion causes prices to rise, but that it causes such unequal rises. This 
disturbance in the field of production is a more important feature of rising prices, I 
believe, than is the changed relation between debtor and creditor given so much atten- 
tion by Professor Fisher and others. Compare also A. S. Johnson, Introductory 


Economics, p. 225: “‘ The business relations most seriously disturbed by price changes, 
however, are those of creditor and debtor.” 
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promotion price fluctuations are greatly accentuated.' 
Table I gives the rise of prices for different groups of 
commodities for a succession of prosperity periods. Not 
only is the amount of rise significant, but the difference 
in rise between different groups and between the same 
group of commodities in the several periods is striking. 


TABLE I? 


Riss IN Prices or Groups or CoMMODITIES IN THE UNITED 
STATES BEFORE A Crisis (IN PERCENTAGES) 








Lumber 
Cloths; Fuel |Metals| and ap House All 
Before Food | and and and | Build-| an Fur- |Miscel-| com- 
Cloth- | Light-|Imple-} ing | Chem- | nishing| laneous} modi- 
ing ing | ments Mate-/| icals | Goods ties 
rials 





1848 | 19.4] 1.1 /100.2 | 16.2) 50] 3.5 | 21.6/ 13.1] 5.0 
1857 | 48.6 | 28.9 | 35.2 | 10.0 | 17.4 | 26.2 | 25.7 | 20.9 | 14.7 
1873 | 28.9 | 23.6 | 11.1 | 13.1 | 25.1 | 5.9 | 13.0 | 13.4 | 12.1. 
1884 | 21.7 | 14.7} 245) 9.0 | 212) 19] 42) 15.0] 11.9 
1893 | 13.4 4/106) 2.7) 15) 62) 56) 7.3] 2.5 
1903 | 38.1 | 17.0 | 59.2 | 57.5 | 31.4 | 31.6 | 31.3 | 25.2 | 26.4 
1907 | 10.0 | 18.9) 4.8 | 30.9 | 210] 83] 86 | 13.8 | 14.6 



































The increased demand for goods to further promotion 
and for consumption means also an increased demand 
for labor, and hence an upsetting of old wage scales. It 
is true that general wages do not rise more rapidly than 


1 Contracts for production are greatly disturbed by these rapid changes in price. 
Hull, op. cit., pp. 118-119, says: ‘‘ We have known of iron-furnaces and steel-works 
which were not in operation when the boom commenced, and in consequence made no 
contracts during the low-priced period, but after prices had advanced largely these 
plants were put into operation, consequently made all their contracts at the high 
prices, and were thus enabled to reap large profits. On the other hand, we have 
known of other concerns that contracted all they could make for more than a year 
ahead at the low prices, and, before they were able to fill these orders, the advance in 
labor and raw materials so enhanced the cost of manufacture that the boom brought 
them out with a loss. For this reason, the profits of the producers of construction 
materials during a boom are, as a rule, very disappointing.” 

2 Computed from the Bureau of Labor’s Relative Wholesale Prices of Commodi- 
ties. The figures represent not the average yearly rise, but the difference between the 
lowest and highest prices of the period. 
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prices. Much has been written regarding the inertia of 
wages. Professor Commons even evolves a crisis 
theory from the wage situation. He says that immigra- 
tion and the tariff together prevent wages from rising 
as rapidly as the prices of commodities; thus profits 
expand. The enormous increase in profits stimulates 
production until over-production results, and so on.! 
But the individual producer is not concerned with 
general wages any more than with general prices. He 
is interested only in the rate of wages he himself is 
obliged to pay. While the wages of some kinds of labor 
rise slowly, the wages of other kinds of labor rise 
rapidly — even more rapidly than do prices. The 
result is that many employers of labor find it increas- 
ingly difficult to secure the necessary wages fund. 
According to the United States Bureau of Labor full- 
time weekly earnings from 1900 to 1907 advanced 17.6 
per cent; and prices during the same period rose 17.2 
per cent, or practically to the same extent as wages. 
But when wage changes in particular industries are 
examined,’ it is found that the rise in hourly wages for 
the same period, 1900-1907, varied from 6 per cent to 
44 per cent. Out of the 41 industries given, 28 show a 
higher rise than the general average of 17.6 per cent, 
and 13 fall below the general average. Within partic- 
ular industries even wider wage fluctuations occur. 
For example, in a typical New England cotton mill the 
extreme variations in wages in 1910 as compared with 
1898 were, on the one hand, a falling off of 18 per cent 
in the hourly earnings of oilers in the spinning depart- 
ment, and, on the other hand, an increase of 66 per cent 
in the wages of spoolers. The rapidly changing wage 
scales in every line undoubtedly is a very important 


1 Races and Immigrants, pp. 156-157. 
2 Investigation of Wages and Prices, vol. i, p. 53, in Senate Documents, vol. 63. 
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factor in producing the miscalculations which occur 
during the periods of business activity.! 

Another element in the cost of production — the rate 
of interest —is also subject to extreme fluctuations. 
Promotion activity calls for heavy loans to finance the 
new companies, and the resulting increase in production 
requires a corresponding increase in commercial loans. 
Active speculation during the period of prosperity is 
also an important factor in increasing the demand for 
loans. The outcome is that interest rates are much 
higher during a period of active investment than when 
promotion is relatively inactive. For example, putting 
it on an index number basis, the average yearly rate of 
the Bank of England was 127 during the three periods 
of active promotion outlined in Table II, as compared 
with 100 during the three periods when promotion had 
declined. 


TABLE II 
Discount RaTEe or THE BANK OF ENGLAND 
Period Average Yearly Rate ? Condition of Promotion ? 
1872-74 4.78 Active 
1875-79 3.36 Inactive 
1880-82 3.80 Active 
1883-87 3.08 Inactive 
1888-90 3.80 Active 
1891-95 2.65 Inactive 
1 Mitchell in his excellent book, Busi Cycles, di also the deterioration 





of the quality of labor. In the industries that find it necessary to work their em- 
ployes overtime, fatigue lessens the efficiency of the laborers. The pressure of orders 
also makes the employer willing to add to the labor force any help that may be available 
even altho the efficiency of such help may be far below the average. ‘‘ Where humani- 
tarian motives are not allowed to interfere with business policy, the less efficient 
employes are the first to be discharged after a crisis. Hence the relatively small 
working forces of depression are the picked troops of the industrial army. When a 
revival has grown into full prosperity, on the contrary, employers are constrained to 
accept any help to be had. They must take on men who are too old, and boys who 
are too young, men of irregular habits, men prone to malinger, even the chronic ‘ trouble 
makers.’ Raw recruits of all sorts must be enlisted and trained in a hurry at the 
employer’s expense. A deterioration in the average efficiency of the working forces 
inevitably follows "’ (p. 477). 

2 Computed from figures given by De Greef, Le Crédit Commercial et la Banque 
Nationale de Belgique, pp. 405-406. 

* Evidenced by the applications for capital in the London market. 
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The total effect of promotion activity is, therefore, to 
cause rapid changes in particular prices, in particular 
wages, and in rates of interest. For this reason all 
industries, new and old alike, are placed upon an in- 
creasingly speculative basis. It is inevitable that many 
should fail; not merely because of a lack of business 
ability, altho, of course, the incompetent are rapidly 
weeded out, but because of the general upheaval in costs 
of production produced by promotion. Most writers on 
crisis subjects direct all their attention to the nature of 
investment. They overlook altogether the great dis- 
turbance of the industrial equilibrium from the process 
of investment. So important is the latter factor, I hold, 
that if all investment should be judiciously made, and 
if it turned out ultimately that there had been no wast- 
ing of capital or overcrowding of particular industries, 
crises nevertheless would not be eliminated. 

To the three major causes of industrial disturbance 
described above — miscalculations in investment, in- 
creased competition from the newly organized con- 
cerns, and the disturbance to industry resulting from 
the rapid and unequal changes in costs of production 
and operation — might be added a considerable num- 
ber of other factors of lesser importance, which play a 
part in producing the extra failures in business which 
constitute a crisis. Among these are speculation on the 
exchanges, and in land, the general laxity of business 
methods and morals characteristic of a period of pro- 
longed prosperity, extravagence, lack of adequate capi- 
tal, and so on. But it is not necessary for the present 
purpose to enter into these. All the above-mentioned 
phenomena together account for the fact that as time 
passes, there is an increasing number of enterprisers 
who find that their profits are dwindling, and the number 
of firms failing becomes larger than usual, altho the 
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majority, up to the very time that the extra failures 
begin, may still be enjoying great prosperity. As the 
difficulties of the minority increase, confidence in the 
future, which is necessary to maintain investment 
activity, is gradually undermined and investment slows 
up. With the stoppage of investment the demand for 
promotion commodities falls off sharply, distrust of 
the future becomes widespread, the demand for all 
commodities decreases and depression in business 
becomes general. This is the typical transition from 
prosperity to depression. 

What part does credit play in the cycle? It is 
affected by prosperity in various ways. 

In the first place, investment tends to exhaust the 
loanable funds of a country. Perhaps it would be more 
accurate to say that investment and the speculation 
which accompanies promotion together tend to exhaust’ 
a country’s loan fund. As the prosperity period 
advances, an increasing proportion of the available 
funds is devoted to speculative purposes, so that new 
enterprises find it increasingly difficult to secure loans 
and even established business complains of the diffi- 
culty in securing legitimate credit accommodations. 
The expanded condition of bank loans is evidenced by 
the falling ratio of reserves to deposits, since deposits 
originate chiefly from loans. Almost every crisis is 
preceded by a fall in the reserve ratio. 

Central banks often find themselves confronted not 
only by a falling reserve ratio but also by an actual 
decline in cash holdings. Increased business activity a 
country over requires larger cash holdings by the 
country banks for reserve purposes and increases the 
demand for currency in convenient form. These 
demands are met by a lowering of the reserves of the 
banks in the financial centers. 
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It often happens that the total reserves of a particular 
country are depleted by the exportation of gold. Pro- 
motion activity and general prosperity play a part in 
this exportation because they increase enormously the 
demand for goods thus creating through the expansion 
of credit a relatively high price level. High prices in 
turn encourage imports and discourage exports and help 
to create an unfavorable exchange. The country with 
the relatively high price level loses its gold. These 
conditions are illustrated in Tables III and IV. 


TABLE III 


Dates or Low RESERVES AND oF Low Reserve Ratios 
BEFORE CRISES 





Aut Commerciat Banks OF THE 
Banx or Encuanp?! Unitep Srartes? 
Dates of 
Low Reserve Low Reserve 
Crisis Low Reserve Ratio Crisis Low Reserve Ratio 
1847 1846 1845 and 
1846 
1857 1856 1856 
1866 1864 and 1864 and 
1865 1865 
1873 1872 1872 
1883 1881 and 1880, 1881, 1884 1882 1881, 1882, 
1882 and 1882 and 1883 
1890 1888 and 1888 and 1893 1890 and 1890 and 
1889 1889 1891 1891 
1900 1898 and 1898 and 1903 Larger 1899-1902 
1899 1899 
1907 1906 1906 1907 Larger 1905 and 1906 


1 Compiled from Statistics for Great Britain, Germany, and France, pp. 82, 83, 
prepared by the National Monetary Commission. 
2 Compiled from Andrews’ Statistics for the United States, pp. 33, 36. 
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TABLE IV 


Gotp Movements Berore Crises IN ENGLAND AND THE 
Unrtep States 


Enauanp ! 
(Gold is Normally Imported) a Unrrep Sratzs?* 


Crisis 

1866 Imports fell off slightly in 
1863 and 1864; were 

larger in 1865. 


1872 Falling off of imports in 
1871; excess of exports 


in 1872. 
1883 Large excess of exports in 1884 (Period Imports fell off in 
1879, 1880, and 1881. of excess of 1881, excess of 
imports.) exports in 1882, 
small imports in 
1883. 


1890 Small imports in 1887 and 1893 (Period Excess of exports 
1888. of excess of was large in 
exports.) 1891 and 1892. 


1900 Large imports. 1903 (Period Excess of exports 
of excess of in 1901, small 
imports.) imports in 1902. 


1907 Imports below average in 1907 (Period Exports in 1904, 





1903, 1904, and 1906, of excess of small imports in 
imports.) 1905, very large 
imports in 1906. 


1 Compiled from National Monetary Commission’s Statistics for Great Britain, 
Germany, and France, p. 66. 
* Compiled from Andrews’ Statistics for the United States, p. 11. 
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But the usual disturbance or breaking down of the 
credit mechanism is not, as some maintain, the main 
cause or even a necessary feature of the crisis.! For 
crises have occurred when banking reserves were quite 
in normal condition, as, for example, before the crisis of 
1893 in the United States. The year 1892 was one of 
low interest rates the world over. The average rate for 
that year for the Bank of England was 2.54; for the 
Bank of France 2.66; for the German Reichsbank 3.20; 
for the Bank of Spain 2.70; and for the Bank of Bel- 
gium 2.70.2 In the United States the ratio of reserves 
to deposit liabilities for the country as a whole was 16.6 
per cent in May, 1891, 18.4 per cent in 1892, and 16.9 
per cent in 1893. Interest rates were also low in the 
United States in 1892, thus showing that loans were not 
demanded in excess of the funds available. This situa- 
tion, it is true, is in strong contrast to many pre-crisis 
situations in which credit has been expanded to the 
uttermost.* 

There is always a contraction of credit after the crisis 
begins, because the loss of confidence in the future which 
stops investment activity also causes a contraction of 
credit since confidence is the foundation of all credit. 
But loanable funds are not always scarce before the 


1 Cf. Fisher, Why is the Dollar Shrinking? pp. 79-80. Tougan-Baranowsky, 
op. cit., p. 265, says: “‘ Lorsque le capital empruntable est en abondance, il n'y a 
jamais de crise financiére.” Hadley, Economics, p. 295, says: “‘ The accepted view 
of the phenomena of commercial crises makes them the result of contractions in credit 
of the kind described in chapter viii.” 

Patron, The Bank of France in ita Relation to National and International Credit, 
pp. 116-117, takes the sounder position that ‘‘ The monetary crisis itself is almost 
always only an episode of the general crisis. The former has too often been errone- 
ously considered as the cause of the latter. On this false notion was based the bank 
Charter Act of 1844.” Leroy-Beauli E iste Francais, November 30, 1907, 
P. 766 (also cited by Patron) speaking of the crisis of 1907 in the United States says: 

“ As to the lack of money, and the defective organization of national banks, they have 
been merely accessory, and have played no part until after the crisis had begun; they 
may have somewhat intensified it and widened its scope, but they remain only secondary 
elements.” 

2 De Greef, op. cit. 

+ Cf. Sprague, History of Crises, pp. 160-162. 
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crisis. If currency systems should be rendered so elastic 
that no failures ever occurred because of the inability 
to receive legitimate credit accommodations, crises 
would be less severe, undoubtedly, but no less genuine. 
For the reasons outlined above, there would still be 
years in which failures were heavier than usual, accom- 
panied or followed by a decline in promotion activity. 
The contraction of credit is merely the last straw to the 
many firms on the verge of bankruptcy and their failures 
follow in rapid succession. In addition, many firms 
whose assets are unquestionably adequate but not 
readily convertible into liquid form go down in the 
general crash. 

Jones ' says that “ A crisis is the sudden application 
of a critical conservatism to business transactions, lead- 
ing to such a demand for liquidation as to cause a 
widespread inability among business men to meet their 
obligations.” But I would put it just the opposite way: 
that in a genuine crisis it is the recognition of a wide- 
spread inability among business men to meet their 
obligations which causes the sudden application of a 
critical conservatism to business transactions and the 
general demand for liquidation. This conservatism in 
turn intensifies the difficulties of those in trouble and 
places additional firms in a precarious condition solely 
because of their inability to obtain customary credit 
accommodations. 

That during the crisis year there are failures of con- 
cerns with more adequate assets than usual is shown by 
the rise at those times in the proportion of assets to 
liabilities of failed concerns. On the average of the 32 
years, 1881-1912, the percentage of assets to liabilities 
of failed concerns is 52.5; but during the crisis years 
1884, 1893, 1903, and 1907, the percentages rose 


2 Economic Crises, pp. 3-4. 
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respectively to 54.0, 60.6, 54.5, and 75.0.! But that the 
failures of the crisis year include as well an increased 
number of genuinely insolvent concerns is shown by 
the rise of net liabilities of failed concerns, that is, by 
the greater excess of total liabilities of failed firms 
over total assets in crisis years as compared with other 
years. 

The occasion of the acute stage of the crisis, as distinct 
from the cause, is therefore the loss of confidence in the 
course of future enterprise. This psychological factor 
is manifest in every field of industry and finance. It is 
shown, as noted above, in the contraction of credit. It 
leads to unwarranted declines in the prices of stocks. 
If promotion has not already slowed up owing to the 
exhaustion of loanable funds or unwillingness of inves- 
tors to buy so many speculative stocks, loss of confi- 
dence is an effective check to further investment 
activity and the demand for capital goods at once falls 
off. The loss of confidence also leads immediately to 
increased economies in consumption, so that the demand 
for consumption goods likewise falls off sharply. Re- 
trenchment in every direction follows. 

The cause of the crisis, as distinguished from the 
occasion, is the disturbance of the industrial equilibrium 
which results from the investment of social savings. 
Crises are therefore more severe in countries where 
savings or borrowings are great and investment pro- 
ceeds rapidly. Those who see in crises a punishment for 
over-speculation, or for over-production,’ or, as stated 
above, for a period of industrial debauch, are attaching 
prime importance to phenomena of secondary signifi- 


1 I have worked out these figures with care, but spare the reader the details. 


? Professor Fairchild, American Economic Review, December, 1911, pp. 758-759, 
speaking of the underlying causes of crises in this copntry, says: “ These are fairly 
well understood at the present time. A typical crisis may be said to be caused by 
speculative over-production, or over-speculative production.” 
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cance. They have a viewpoint analogous to those who 
see in the operations of stock and produce exchanges 
nothing but manipulation, fraud, and gambling. It is 
true that promotion activity is accompanied by excesses 
of this kind which undoubtedly increase the severity of 
a crisis. But the aim should be to eliminate these 
excesses, not by discouraging the activity of the entre- 
preneurs,' as sometimes suggested, and thus checking 
progress, but by other means. Looking back over the 
series of crisis cycles and reviewing the great changes 
introduced during the successive periods of investment, 
it appears that railway mileage was increased and street 
car service expanded, that factories were built, public 
works erected, new mines opened, irrigated lands in- 
creased, new homes erected everywhere. Such things 
constitute material progress. Crises are the price of 
progress. ‘The more rapid the progress, the more 
severe the crises. 


Minnie THoroop ENGLAND. 


Untversity OF NEBRASKA. 


Professor Fairchild, op. cit., p. 761, says: ‘‘ What is needed is some check on the 
unwarranted activity of the entrepreneurs, which will make them stop and consider 
whether the apparently bright business outlook rests on sound and permanent condi- 
tions, or is illusory and transient.” 
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CAPITAL INVESTMENTS AND TRADE 
BALANCES WITHIN THE BRITISH 
EMPIRE 


SUMMARY 


Introductory. Effects of international lending and borrowing on 
imports and exports, 769.— I. British India. The debit and credit 
items, 770. — Tabular statements, 772. — Foreign capital investments 
and interest charges, 775. — Obvious gain from productive investments, 
779. — II. Canada’s heavy borrowings, 780.— Halt in 1914, 783. — 
Exports and imports, 785. — “ Invisible’ items, 786. — Approximate 
balance sheet, 790. — Imports from United States, 791. 


Evivence abounds that the dictum of Sir Robert 
Giffen that “‘ the ‘ balance of trade’ and ‘ the excess of 
imports over exports’ are pitfalls for the amateur and 
unwary ”’ has lost little of its pertinency. Recognizing 
alike the plausibility of the “ favorable balance ’’ doc- 
trine and its widespread popular acceptance, the writer 
feels that it may be of interest to attempt an analysis of 
the trade balances of certain countries. 

In this study, restricted to a survey of conditions 
within the British Empire, the endeavor will be made to 
apply deductively to a few individual countries the 
generally accepted propositions relating to the connec- 
tion between capital investments and foreign trade con- 
ditions. In the interest of clearness let us summarize 
these principles.’ 

Generally speaking, those countries of the world 
which have an excess of merchandise imports over 

1 A comprehensive statement on this question is contained in The Trade Balance 
of the United States, by Sir George Paish (in the U. S. National Monetary Commission 


Publications). 
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merchandise exports are the capital lending countries, 
whereas those whose exports exceed imports are the 
borrowing countries. This is so, because the lending 
country must secure payment, in the guise of imports, 
not only for its merchandise exports but also for the 
interest upon its capital invested abroad in earlier years. 
Similarly, if we exclude other factors from considera- 
tion, the capital-borrowing country must export more 
goods than it imports in order to offset the merchandise 
imported as well as to meet the interest charges upon 
the capital which it has previously borrowed. True, 
during the early stages of capital investment the lending 
country will normally show an excess of exports. Were 
these capital investments to extend over one year only, 
the excess of merchandise exports of the lending country 
during the period in question would approximately 
measure the amount of the capital loaned abroad. As 
time elapses, however, the total capital invested in other 
countries increases, altho at a diminishing percentage 
rate, while at the same time the annual interest charges 
owed to the creditor nation show a more than corres- 
ponding percentage increase. Eventually the time will 
arrive when the annual payments which the lending 
country receives as interest on its foreign investments 
will exceed the new and additional capital which it may 
lend each year. The same reasoning may be employed 
to show that the borrowing country, during the early 
stages, will normally import a larger amount of mer- 
chandise than will be exported, and that here too the 
passing of time brings in its wake a change in the trade 
balance. Ultimately the annual interest payments of 
the borrowing country on account of capital previously 
obtained will surpass in amount the new capital which 
it borrows in each year. Thus in the end, its merchan- 
dise exports will overtake and then exceed its imports. 
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It is obvious on reflection that any nation may in 
time change from the position of a “ net ” borrower to 
that of a “ net ” lender. The United States will serve to 
illustrate the possible transition. As is well known, its 
regular merchandise import excess down to 1873 was 
attributable chiefly to its heavy annual borrowings. 
The annual export balances since that year are largely 
explained as the result of heavy annual payments of 
interest and dividends on earlier borrowings. In recent 
years, however, the United States has shown signs of a 
new possible turn of the balance resulting from her in- 
creasing capital investments in foreign countries.' It is 
quite possible that in a not distant future the United 
States may find herself a “ net ”’ lender and that her 
merchandise balance will reflect this, both immediately 
and at a later date when the volume of her “ net” 
interest and dividend receipts will reach and pass the 
volume of her annual new “ net ” lendings. 


I. Britisn INDIA 


In applying these principles to the foreign trade con- 
ditions of various countries within the British Empire, 
India, because of her commercial importance, will be 
considered first. The various items which must be 
taken into account in making up India’s balance of 
international debits and credits are as follows: — 


1 It is estimated by Professor W. Z. Ripley (N. Y. Journal of Commerce, December 
6, 1911) that during the ten years ending in 1906, approximately $250,000,000 of the 
securities of nine American railroads were returned to this country from Europe. In 
1899 a large part of the 4 per cent bond issues of certain Swiss cities was subscribed 
by two American insurance companies. The diversion of considerable American capital 
into the construction of London tube railways, the flotation of Japanese and Chinese 
loans in this country, and the establishment of American branch banks in South America 
bear witness to this growing tendency of American capital to seek investment abroad. 
In 1911 it was stated in the New York Journal of Commerce that American investments 
in Mexico aggregated about $700,000,000. In the opinion of Sir Ed d Walker, 
unofficially stated, the indebtedness of Canada to the United States amounted in 1914 
to over $500,000,000. 
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1. Merchandise imports and exports. To these the 
position of first importance must naturally be given. 

2. Payments to foreign shipping interests. As is well 
known, India is forced to meet heavy charges on ac- 
count of the transportation of her goods in foreign 
bottoms, since there are practically no India-owned 
steamships. Inasmuch, however, as these charges are 
for the most part included in the declared figures for 
imports, it is to that extent unnecessary to make any 
further allowance for them. After making reasonable 
adjustments between shipping debits against India and 
certain credits in favor of that country on account of 
port and pilotage dues, cost of coal and stores purchased 
in India, wages of the crew spent in India, etc., it is 
probable that the net result is a minor debit against 
India of not less than £33,000, over and above the 
amount for freight actually included in the values 
recorded for imports.’ 

3. Investments of foreign capital in India and the 
payment of interest charges by India. 

4. Other debits against India include various miscel- 
laneous charges for the use of foreign capital or credit, 
by way of commission, premiums of insurance, remit- 
tances to England on private account, as for example on 
behalf of Indians residing in England. 

5. On the other side will occur a corresponding credit 
to India on account of income yemittances from Eng- 
land (or elsewhere abroad) to persons resident in India, 
such as British officers in enjoyment of independent 
incomes. 

6. Private remittances of securities. The effect of 
this item is similar to that of number three. 

7. Private imports and exports of the precious metals. 
In striking the balance of accounts these should be 


1 Report for 1913-14 of Controller of Currency for India, p. 55. 








——————e—O 


772 QUARTERLY JOURNAL OF ECONOMICS 


treated as imports and exports of other commodities on 
private account. 

8. The transactions of the Indian government, 
whether in the form of loans, remittances of interest, 
imports and exports of the precious metals or of other 
commodities. 

In somewhat condensed form the following table 
presents the chief items of the foreign trade (7. e., the 
“‘ visible ” exports and imports) of India for a series of 
years.! 

(Figures denote £ millions) 
1905-06 1907-08 1909-10 1910-11 1911-12 


Imports: 
Private Merchandise ... £68.7 £86.6 £78.0 £86.2 £92.4 
Government Stores ..... 6.0 4.4 3.7 2.9 3.6 
SG ag ae knits ad £74.7 £91.1 £81.7 £89.1 £96.0 

Exports: 


Private Merchandise*... £107.9 £118.3 £125.3 £139.9 £152.0 
Net Exports of Merchandise 33.1 27.2 43.5 508 55.9 
Imports of Treasure....... 21.1 282 25.0 265 35.6 
Exports of Treasure....... 10.3 3.6 4.3 4.8 6.9 
Net Imports of Treasure... 10.8 246 20.7 21.7 28.7 
Net Excess of Exports, in- 

cluding merchandise and 

BED oo cceccseasvcers 22.4 2.7 228 29.1 27.2 


After taking into consideration all debit and credit 
transactions (the “ invisible’ exports and imports as 
well as the “ visible ”) there is customarily a small net 
balance in favor of India. Occasionally, however, an 
adverse balance is confronted. For example, during the 
fiscal year 1907-08 there resulted a net debit against 
India. It was attributed to a famine in India, a credit 
crisis in the United States, and other unfavorable con- 

1 Statement of Moral and Material Progress and Condition of India for 1911-12, 


p. 236. 
? Including Government Stores: a very small item, in no year exceeding £100,000. 
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ditions. Again during 1913-14 an adverse balance 
appeared. In that year, altho gross merchandise ex- 
ports were slightly larger than ever before, the volume 
of gross merchandise imports was so much larger than 
in any preceding year that the excess of merchandise 
exports was the smallest in five years, as noted in the 
following table.' In contrast to the previous tabulation, 
no account here is taken of government stores, railway 
equipment, and the precious metals. 


(Figures denote £ millions) 
1909-10 1910-11 1911-12 1912-13 1913-14 


Gross Exports of Private 
Merchandise .......... £125.3 £139.9 £152.0 £164.1 £165.9 


Gross Imports of Private 

Merchandise (less railway 

plant and rolling stock). 74.4 83.3 89.7 103.0 115.5 
Net Export of Private Mdse. 50.9 56.6 62.3 61.1 50.4 


In this statement, no provision is made for the large 
quantity of railway material imported into India. In 
the painstaking Report for 1913-14 of the Controller of 
Currency for India, it is stated that the imports into 
India of railway plant and rolling stock during the 
fifteen years from 1899-1900 to 1913-14 inclusive were 
valued at £75 millions. Of this amount, however, 
nearly £60 millions were paid for by capital raised in 
England either by the Government of India or by rail- 
way companies. The balance was met by government 
remittances from India. Obviously it would be mis- 
leading, therefore, as pointed out in that Report, in 
making up India’s international account to debit her, 
as is often done, with the imports of railway material 
unless there be entered as corresponding credits (a) the 
net capital raised in Great Britain to purchase the 
material and (b) the export of funds from India in 


1 Report for 1913-14 of the Controller of Currency for India, p. 51. 
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the form of government remittances to the extent to 
which these are applied to capital outlay. After mak- 
ing the necessary adjustments to meet this fact, after 
making provision for such credit items as foreign loans 
contracted by industrial companies and the so-called 
“ port-trusts,” and after taking account of such debit 
items as interest charges on foreign loans, private remit- 
tances abroad, the importation of bullion, etc., the Re- 
port presents a net balance sheet for India for a series of 
years. The results may be epitomized as follows: !— 


(Figures denote £ millions) 
Average for the Total for 5- 


10-Year Period Year Period 
1899-1900 to 1909 1910 1911 1912 1913 1909-1910 
1908-09 -10 -11 -12 -13 -142 to 1913-14 


The net or “ unex- 
plained” balance £0.5 £2.2 £5.2 £3.1 £20 £-6.0 £63 












It is admitted that many of the figures in this balance 
sheet, altho based on the most reliable available data, 
are estimates only. The abnormal balance for the year 
1913-14 was due probably to certain unusual circum- 
stances. Owing to the large accumulations in China of 
opium exported by Indian merchants, the price of opium 
did not enable them to realize in full on such exporta- 
tion, with the result that this credit to India was being 
met gradually and therefore was partly extended over 
into the succeeding year. It is believed also that the 
Exchange banks in India strengthened their balances 
during this year. Furthermore, it is probable that the 
imports of capital into India in the form of mill ma- 
chinery, railway rolling stock, and the like, were larger 
than usual, or else (and this would have the same effect) 
that some portion of the profits of existing companies 
were retained in India for the same purpose. 


1 Report for 1913-14 of the Controller of Currency for India, p. 52. 
2 The balance for 1913-14 is minus £6,000,000. 
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The degree to which India has been dependent in the 
past on foreign capital for her productive enterprises can 
scarcely be exaggerated. The total capital outlay on 
railways to the end of the fiscal year 1913-14 was £369,- 
265,000 (about $1,845,000,000).! On irrigation projects, 
the other chief branch of public works, the capital 
expenditure to the end of the year 1912-13 amounted to 
£43,442,253 (about $217,000,000).2 The United King- 
dom owns and subscribes the great bulk of the foreign 
issues of Indian securities. That this is so may be 
inferred from a condensed statement of the debt of 
India. The total debt is classified in the accounts as 
(1) Public Works Debt and (2) Ordinary Debt. The 
amount entered as belonging to the former category is 
the equivalent of the capital expenditure which has been 
incurred by the State on public works together with the 
amount advanced to railway companies for disburse- 
ment; the “‘ Ordinary Debt ’’ consists of the remainder. 
The classification of the debt outstanding on March 31, 
1913, follows: * — 


(Figures denote £ millions) 
(a) Public Works Debt: — 








TRUE COIN a. 65.6.6 655 bccccccciescoesees's £211.8 

Debt for irrigation works ................... 37.6 

For initial expenditure on new capital at Delhi 0.1 

Total of Public Works Debt .............0.05. £249.5 

(b) Ordinary debt (the balance) .................. 24.9 
Total permanent debt, March 31, 1913 ........ £274.4 


Of this total indebtedness, £179 millions was held in 
England, while the remainder, £95 millions, was held in 
India. 


1 Report for 1913-14 of Railway Department, vol. ii, p. 271. 

2 Statement of Moral and Material Progress and Condition of India for 1912-13, 
p. 77. 

3 Statement of Moral and Material Progress and Condition of India for 1912-13, 
p. 20. 
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That the relation between Indian exports and imports 
must be affected by the continued practice of borrowing 
abroad is obvious. In large measure the loans secured 
by India in England for railway development, irrigation, 
etc., have taken the form of imports into India of rail- 
way rolling stock and other equipment. In 1911-12 for 
example the capital outlay on railways, irrigation, etc., 
was £9,501,700, of which £5,082,700 was spent in 
England and £4,419,000 in India. The following table 
will further illustrate the past relationship existent 
between capital investments and imports of materials.' 


Indian Railway Imports of 
Company Issues Raieer Plant and Rolling Stock 


_ in London From United Kingdom From Elsewhere 
1907-08 ....... £2,200,000 £4,656,597 £143,953 
1908-09 ....... 6,894,200 4,745,709 200,891 
1909-10 ....... 3,183,900 3,251,473 375,591 
s000-41........ 3,100,000 2,528,984 301,237 


Whereas the effect of borrowing capital abroad is to 
swell merchandise imports, as pointed out in the early 
part of this paper, the interest charges on such capital 
will tend, on the contrary, to augment the exports of the 
borrowing country. Therefore the customary excess of 
merchandise exports of India would lead one to expect 
to find a probable excess of “‘ invisible’ exports (such 
as interest charges, remittances, etc.) over imports of 
capital. An attempt is made to apply this principle to 
conditions within the quite typical year 1911-12. The 
amount of new capital loaned annually to India is in- 
cluded under two main heads, namely, that invested in 
public works and that loaned for purposes exclusive of 
such enterprises. The total capital expenditure on 
railways in India has not as yet exceeded £12,500,000 
in any one year nor has the amount expended on irriga- 


1 Report of Royal Commission on Indian Currency, vol. i (Cd. 7070), quoted by 
Hobson, The Export of Capital, p. 10. 


_—— ee 
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tion surpassed £2,500,000 within any twelve month 
period.' A large portion of the joint outlay on public 
works does not involve foreign loans, inasmuch as a 
considerable part of the expense is met from income. 
The new capital loaned to India, for other than railway 
and irrigation purposes, has been estimated to have been 
on the average between £2,000,000 and £3,000,000 a 
year, during the past fifteen years.? It must be recalled 
that a large part of India’s foreign loans enter the 
country in the form of railway and mill equipment and 
as such it is counted in merchandise imports. There- 
fore the amount of net capital flowing into India 
annually is much reduced. 

The average annual capital subscription in Great 
Britain, during the past fifteen years, for railways, less 
the value of imports of railway equipment, will repre- 
sent the net capital raised in England for Indian 
transportation facilities. For the period in question the 
average net capital for this purpose is estimated at a 
little less than £4,000,000 per year. Applying the same 
correction in the case of loans for irrigation, industrial 
plants, etc., it may be asserted that the total net capital 
raised in England on account of India probably has not 
been on the average over £5,000,000 a year. 

That the total of outflowing interest charges is much 
larger is apparent from the following table of Home 
Charges of the Government of India. ‘ 


1 Statement of Moral and Material Progress and Condition of India for 1912-13, 
pp. 312-317. 

2 Report for 1913-14 of Controller of Currency for India, p. 53. 

8 Ibid., p. 49. 

* Statement of Moral and Material Progress and Condition of India for 1912-13, 
p. 161. 
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Year 1911-1912 


Interest and management of debt, and payment 
of interest, etc., on account of railways and 


irrigation works .............. 7 eee £10,768,754 
Payments in connection with Civil Departments 
nee cease 233,672 
India Office (excluding pensions) ............. 184,870 
Army and Marine effective charges ........... 1,016,597 
Stores of all kinds charged against revenue .... 1,191,371 
Furlough allowances ................0000e005 988,853 
Non-effective charges (pensions and gratuities). . 4,481,129 
SEE SN ee ae £18,865,246 


Undoubtedly private remittances from India con- 
siderably swell this total. It may be shown that such 
payments amount roughly to about £6,000,000. In the 
first place, it has been estimated by Indian Exchange 
Banks that net private remittances from India amount 
to about £2,000,000 per year; there are also certain 
railway remittances which do not pass through the 
government account and which are believed to reach the 
figure of somewhat over £500,000; in this category also 
must be placed interest payable on foreign capital 
invested in industry and agriculture, which amounts to 
about £2,500,000 per annum. Certain minor factors, 
such as the payment to foreign shipping companies, may 
be assumed to account for an additional outflow of not 
less than £500,000. Therefore the total charges of this 
kind against India may be placed at about £25,000,000. 
From this must be deducted the average annual im- 
ports of net capital, which we have seen to be about 
£5,000,000. The resulting excess of “ invisible” ex- 

. ports (7. e., interest charges, etc., over and above the 
inflow of net capital) for the year 1911-12 is therefore 
estimated to have been £20,000,000 or over. 

It will be recalled from earlier figures that the net 
exports of merchandise, including treasure, for the year 
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1911-12 amounted to £27,223,901. In still another 
table it was shown that the net or “ unexplained ” 
balance (that is, the actual inflow of specie into India) 
for the same year equalled £3,100,000. Accordingly we 
have a remaining excess of merchandise exports of 
£24,000,000 to be accounted for by an excess of “ in- 
visible ” exports. The latter excess, in the present 
study, is computed at somewhat over £20,000,000. 
The disparity between these amounts is doubtless 
largely the outcome of over-conservative estimates 
where definite statistics are not available. 

With ever increasing investments of foreign capital in 
India and the accompanying growth of interest charges, 
a continuing and increasing excess of merchandise ex- 
ports will normally prevail. Indeed, during the past 
fifteen years this tendency already has begun to mani- 
fest itself, for exports have grown much more rapidly, 
in the main, than imports. 

The argument that the excess of merchandise exports 
of India represents an economic loss deserves but scant 
attention. The redundant merchandise exports are the 
logical result of India’s excess of “‘ invisible ” exports. 
The latter excess in turn, as already mentioned, is to be 
attributed to heavy interest charges on foreign capital 
investments and to political expenses incident to the 
government of India. The investment of foreign capital 
has made possible for India the construction of 35,000 
miles of railways, thousands of miles of irrigation 
canals, and a striking industrial development. And yet 
the mercantilist critic of Indian affairs will argue that 
because interest charges must be paid to foreign inves- 
tors of capital, India is being unjustly exploited. 

The contention is the more obviously unfounded in 
view of the circumstances connected with the public 
debt of India. Of the permanent funded debt, the 
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“ ordinary ”’ debt alone imposes a burden on the Indian 
tax-payer, inasmuch as the interest on the public works 
debt is charged against the revenue from railways and 
irrigation works. Far from being a dead weight on the 
tax-payer, the railways and irrigation works ordinarily 
yield a revenue sufficient to meet not only their own 
interest charges, but also the remaining charge on ac- 
count of the ordinary debt. For many years, the 
amount of the ordinary (or unproductive) debt has, in 
spite of fluctuations, shown a continual diminution. At 
the same time, the productive, or public works, debt has 
been uniformly increased. The following table shows 
the distribution of the total permanent debt between 
the “‘ Public Works ” and “ Ordinary ” heads.' 
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(Figures denote £ millions) 


Ordinary Public Works 
(Unproductive) (Productive) 
Debt Debt 
Calendar Year 1862................. £76.0 £2.4 
Bist March, 1902 .................. 69.2 138.6 
SS a 37.9 196.6 
31st March, 1912 ..... oa 33.0 238.7 


In the opinion of Mr. S. M. Mitra, a careful Hindu 
student of Indian conditions, “‘ the collective testi- 
mony of Indian statistics makes it impossible for any 
reasonable man to doubt that India is prospering, 
slowly but surely.” 


II. CANADA 


In Canada, conditions prevail which are in sharp 
contrast to those in India. The trade balance of the 
Dominion is marked by an excess of imports. And to 
heighten the contrast it may be noted that whereas the 


1 Statement of Moral and Material Progress and Condition of India for 1911-12, 
p. 162; also ibid. for 1901-02, p. 143. 
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Indian excess of exports has been growing more pro- 
nounced during the past two decades, in Canada, on the 
other hand, there has been a general increase in the 
excess of imports during the same period. And yet, 
despite the excess of merchandise imports which in 
recent years has prevailed in Canada, merchandise 
exports must, in the course of time, come to surpass 
imports. This readjustment in the trade balance is 
likely to be effected, not through any decline in the 
volume of inflowing capital, but because of Canada’s 
accumulating interest charges from the very increase 
in the volume of foreign investments. The interest 
payments of Canada on earlier investments to other 
countries will eventually surpass in volume the new 
foreign capital invested annually. 

That Canada has been an increasingly attractive 
field for foreign investors is familiar. At the end of thie 
year 1910, it was stated by Sir George Paish that British 
capital had been invested in Canada to the extent of 
$1,800,000,000.1 In March, 1915, the opinion was 
unofficially expressed by Sir Edmund Walker, President 
of the Canadian Bank of Commerce, that British in- 
vestments in Canada probably amounted to not less 
than $2,750,000,000.2 It must be added, however, that 
Sir Edmund Walker included in this total the indebted- 
ness of Canada to the continent of Europe, inasmuch as 
continental investing in the Dominion has been carried 
out chiefly through London. Such investments of the 
countries of the continent, however, amounted in 1913 
to not over $175,000,000.* After making the proper 
adjustment on account of this item, it will be noted that 


1 Paper read before Royal Statistical Society in London in December, 1910. 


2 This statement was contained in a communication from Sir Edmund Walker to 
the writer. 


Field, Capital Investments in Canada, pp. 67, 73. 
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during the three years, 1910-13, British investments in 
Canada increased about $775,000,000, or nearly 45 
percent. An even greater rate of increase is to be noted 
in the flow of American capital into Canadian channels. 
Whereas the approximate volume of United States 
investments in Canada amounted in 1909, to $279,000,- 
000, the estimate for 1913 was $637,000,000.! This 
represents an increase of about 127 per cent during the 
four years. 

It is probable that during the three years immediately 
preceding the outbreak of the European war Canadian 
borrowings of foreign capital averaged well over $300,- 
000,000 per annum. And in 1913, in the course of an 
address in Toronto, Sir George Paish predicted that 
within fifteen years new or further British investments 
amounting to $2,500,000,000 would be made in Canada. 
The present war obviously will obstruct the fulfilment 
of this prediction. 

Canada may be likened to a young man, energetic, 
ambitious, and in possession of an extremely valuable 
but unimproved estate, for the improvement of which 
much.capital is needed. To complete the analogy we 
must picture a parent willing to lend all the capital 
necessary for the development of the estate. During 
the period of construction the young man has been tak- 
ing care of the interest charges on his indebtedness 
readily enough through the contraction of new loans. 
Obviously our young man cannot permanently over- 
look the fundamental consideration that his construc- 
tion expenditures must be justified in the end through 
an increased production of wealth proportional to the 
investments. That is, he must provide eventually for 
foreign debt charges from current income and not as 
heretofore from capital account. 

1 Field, Capital Investments in Canada, p. 25. 
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Even before the outbreak of the European war 
emphasized the necessity of an economic readjustment 
in Canada, a halt had been called in the almost head- 
long construction of railways and other capitalistic 
plant. Indeed this transition began several years before 
August, 1914. A well-timed hint from certain promi- 
nent English investment houses in the summer of 1909, 
was taken to heart by Canadians. These British 
banking firms, interested in Canadian enterprises, 
agreed not to undertake any new Dominion flotations 
for several months. During that time the flow of Brit- 
ish capital to Canada through its principal channel, 
practically ceased. ‘‘ The cause of the financiers’ 
decision,’”’ declares Mr. F. W. Field, ‘‘ was undoubtedly 
the unusually heavy borrowing by Canada, its tendency 
to exceed due bounds, and the attempt to market a few 
worthless securities among a large number of good 
ones.” ! Enjoying for so long a time an almost un- 
limited credit in Great Britain, it was quite natural for 
Canada to invest heavily, oftentimes blindly, in develop- 
ment works. So rapidly has this taken place that 
Canada, notwithstanding a population of less than 
9,000,000, has today three transcontinental lines. She 
enjoys the distinction of having more railroad mileage 
per capita than any other country in the world. The 
reciprocal fact is obvious that this is a questionable 
distinction, since Canada therefore must have fewer 
people per mile than any other country. Railroad 
construction clearly has been carried to a point far in 
advance of present requirements. Indeed it is main- 
tained that general railroad construction in Canada has 
been carried five to ten years ahead of immediate 
demands. The total mileage increased from 17,657 in 
1900 to 29,304 in 1913, or nearly 65 per cent. During 


1 Field, Capital Investments in Canada, p. 168. 








784 QUARTERLY JOURNAL OF ECONOMICS 


the same period, the capital liability of railways in- 
creased from $784,042,799 to $1,531,830,692,' or sub- 
stantially 100 per cent. Meanwhile, however, the 
population of the country increased only about 43 
per cent. The rapidity of development of railroads has 
its counterpart in the industrial field and in the expan- 
sion of building throughout the country. 

Feeling that construction enterprises had outstripped 
the population demands, many realized that it was time 
to demonstrate by increased production the wisdom of 
previous years of building. The tightening of the 
European money markets, owing to the Balkan crisis, 
and the difficulty of obtaining the usual supply of capital 
from Great Britain on normal terms, doubtless brought 
about the readjustment earlier than would otherwise 
have been the case. Among the various evidences of 
reduced activity during the year 1913 may be noted a 
distinct contraction, particularly in the west, in the 
volume of building permits, a decline in bank clearings, 
and an increase in the number of commercial failures. 

While engaged in the enforced but thoroly wholesome 
process of economic readjustment, Canada suddenly 
found her task greatly complicated by the outbreak of 
the war. Owing to the unprecedented demand on the 
world’s capital, due to the war, Canada’s financial 
embarrassment increased. Despite the hardships en- 
tailed upon those directly dependent on the active 
prosecution of the program of national construction, 
for the country as a whole the war may prove after all 
only a mitigated evil. It has hastened the economic 
transition, and it undoubtedly will aid in differentiating 
between the essentially sound investment enterprises 
and those based on uneconomic foundations. 


1 The Canada Year Book, 1913, p. 444. 
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In computing Canada’s balance of international 
debits and credits the items to receive first attention 
are the “ visible” (i.¢., merchandise and bullion) 
exports and imports. In the following table these are 
tabulated for a series of fiscal years.’ 








(Figures denote $ millions) 
1911 1912 1913 1914 
Imports: 
Merchandise .... $462.0 $533.3 $686.6 $635.5 
a ee 10.2 26.0 5.4 15.2 
: | ee Pe $472.2 $559.3 $692.0 $650.7 
Exports: 
Merchandise .... $290.0 $307.7 $377.1 $455.4 
DG ee eee 7.2 7.6 16.1 23.6 
ya A $297.2 $315.3 $393.2 $479.0 
Net Excess of Im- 
ports (merchandise 
and bullion) ..... $175.0 $244.0 $298.8 $171.7 


For the three years ending March, 1913, the average 
annual excess of imports was $239,000,000. Let us 
note the “ invisible” items of Canada’s balance sheet 
in order to show the corresponding excess of “ invisible ” 
imports over exports. Naturally such an excess would 
be expected to offset approximately the excess of mer- 
chandise imports. 

Among the “ invisible” items, the most important 
are the flow into the country of borrowed foreign capital 
and the outflow of interest and dividend charges to the 
owners of such capital. It will be recalled that in the 
opinion of Sir Edmund Walker, the total of British and 
other European investments in Canada is approximately 
$2,750,000,000. From the investigations of the editor of 
the Monetary Times, it appears that the estimated total 


1 Report of Department of Trade and Commerce, 1912, pt. 1, pp. 28-37. Canada 
Year Book, 1913, pp. 228, 232, 233. 
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investments of the United States in Canada, in 1913, 
amounted to $636,903,952.! If we accept the figure 
$3,400,000,000 as representing, within a slight margin of 
error, the total of Canadian indebtedness abroad, it 
will be possible to estimate with reasonable approxima- 
tion the annual interest charges. Accepting 44 per 
cent as the average interest rate,? Canada’s interest 
payments abroad during 1913 amounted to about 
$148,000,000. This amount, however, must be some- 
what diminished by reason of the fact that we are 
seeking the average for the period. Obviously the annual 
interest payments during the earlier years were less 
than the figure noted, owing to the subsequent swelling 
of the total investments within the country. Making 
adequate adjustment to meet this fact, there remain as 
the average annual interest charges during the years 
1911-13 approximately $125,000,000. It has already 
been mentioned that during the years immediately 
before the outbreak of the war, Canadian borrowings of 
foreign capital probably averaged well over $300,000,- 
000 per year. Therefore during that period it would 
seem that Canada was receiving annually a net inflow 
of capital, from the two items under consideration, of 
about $175,000,000. 

Another “ invisible ” item in Canada’s balance sheet 
is the capital carried into the country by American 
farmers emigrating into the Canadian west. In his 
Budget Speech of May 12, 1913, the Honorable W. T. 
White, the Minister of Finance, estimated that this 
class of immigrants took with them into Canada capital 
to the extent of $1000 per capita. The average annual 
number of immigrant arrivals from the United States 


1 Field, Capital Investments in Canada, p. 25. 


2 This rate was advanced by Sir Edmund Walker, in his communication to the 
writer, as a fair basis for calculation. 
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during the three years from 1911 to 1913 was 131,000.! 
If the estimate of Mr. White be accepted, account must 
be taken of this “ invisible ” import of $131,000,000 per 
annum during the selected period. From this amount, 
however, a deduction must be made for the “ effects and 
cash ” of emigrants from Canada, most of whom enter 
the United States. During the three years 1911-13, the 
average annual number of immigrant arrivals in the 
United States from Canada was 62,790.2. There is also a 
considerable return movement back into the United 
States on the part of American citizens who have emi- 
grated to Canada. During the two years ending June 
30, 1911, this back-flow of Americans from Canada was 
equal, numerically, to one-third of the outward move- 
ment.’ If this ratio be adopted as approximately appli- 
cable during the period under consideratiun, the number 
of American emigrants returning from Canada averaged 
about 43,000 per year. The total arrivals therefore in 
the United States from Canada during these years 
averaged 105,000. The fact should be borne in mind 
that the typical Canadian emigrant seeking a home in 
the United States, is a man possessing little beyond 
ambition, and that the American returning from a brief 
sojourn in Canada is normally one who has been dis- 
appointed in his search for better conditions. Accord- 
ingly the estimate that these two classes of arrivals in 
the United States bring with them capital not exceeding 
$500 per head will probably be’ deemed liberal. Pro- 
ceeding on this assumption, the total capital carried 
annually from Canada into the United States by Cana- 
dian emigrants and American settlers returning from the 
Dominion may be estimated to average about $50,000,- 
000. On account, therefore, of the immigration and 
1 Canada Year Book, 1913, p. 105. 


2 Statistical Abstract of the United States, 1913, p. 96. 
*? Husband, American Economic Review, Supplement, March, 1912, p. 84. 
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emigration movements between the two countries, there 
is a resultant net “invisible” import of about $80,000,- 
000 per year into Canada. It must be admitted that 
this is, in a degree, a conjectural estimate. 

An “ invisible” item which, because of insufficient 
data, must be approached with caution is that of private 
remittances both into and out of Canada. During the 
three fiscal years 1911-13 the value of money orders 
issued in Canada and payable in other countries 
averaged annually somewhat over $32,000,000; whereas 
the value of money orders issued in other countries and 
payable in Canada, during the same period, averaged 
each year $8,700,000.1 From these items accordingly 
we find an average net outflow from Canada of $24,000,- 
000. There is no available information, however, which 
shows what proportion of these orders is represented by 
business and private remittances, nor is it at all certain 
that all private remittances flowed through this channel. 

There are other “ invisible’’ items sufficiently im- 
portant to merit notice. Canada is obliged each year to 
meet considerable charges on account of the carriage in 
foreign ships of much of her over-seas trade. On the 
other hand, the annual earnings of the Canadian mer- 
chant marine represent an inflow of some importance. 
Again, Canada each year serves as a vacation land for 
thousands of tourists whose various expenditures may 
be regarded as a not unimportant “ invisible ”’ import. 
Naturally there is also a corresponding export in the 
expenditures by Canadians in the United States and 
Europe. 

Unfortunately, however, so far as it can be dis- 
covered,? there are no published statistics nor even 


1 Canada Year Book, 1913, p. 493. 

2 The following authorities were unanimous in declaring the total absence of statisti- 
cal data concerning these items; the Editor of The Monetary Times (Toronto), the 
Census and Statistics Office (Ottawa), the Canadian Department of Trade and Com- 
merce, and the Department of Marine and Fisheries. 
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official approximate estimates pertaining to the “ in- 
visible” imports and exports referred to above. Ac- 
cordingly the attempt to handle such items must be 
based in considerable degree on reasonably sane 
guess-work. 

For the purpose of the present inquiry the following 
compromise plan will perhaps be deemed reasonable. 
It is probably true in respect to the shipping items that 
the annual charges which Canada is called upon to 
meet, for services rendered by foreign shipping interests, 
are in excess of that portion of the annual earnings of 
Canadian ships derived from the carriage of goods of 
foreign countries. At the same time, it is doubtless true 
that the expenditures of tourists and other visitors 
annually in Canada surpass in volume the outflow of 
capital on account of the expenditures of Canadians in 
other countries. Accordingly we may offset the former 
balance against Canada, on account of shipping charges, 
by the latter balance in favor of Canada. This adjust- 
ment probably involves a not unduly large margin of 
error. 

The results may be epitomized in the tabular form 
on page 790. 

The resultant total net (“‘ unexplained ’’) balance of 
$8,000,000 is to be attributed to the margin of error 
admittedly present in the calculation in respect to the 
shipping and tourist items. 

Canada owes much to the British investor, if only 
because he has almost entirely financed its extensive 
railway system.' In contrast to the experience of India, 
however, Canada, despite its heavy borrowings in 
London on account of railways, does not import its 
railway materials to any large extent from the United 
Kingdom. Canada, having developed an important 


1 Field, Capital Investmentsi n Canada, p. 118. 
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APPROXIMATE BALANCE SHEET OF CANADA. Ficures REPRESENT 
ANNUAL AVERAGES FOR THE PreRiop 1911 To 1913 


(Figures denote $ millions) 
Visible Exports and Imports: 
Exports and imports of merchandise, including bullion: 
Average excess of imports ..................0.005. $239 
Average annual excess of “ visible”’ imports ........ $239 
Invisible Exports and Imports: 
New capital imported and interest payments payable 
abroad: average net inflow ..................... $175 
Capital carried into Canada by immigrants and out by 
emigrants: average net inflow................... 80 
Payments effected through the issuance of money 
orders: average net outflow..................05. 24 


Payments on account of ocean freights and earnings of 
Canadian ships; expenditures in Canada by tour- 
ists, etc., and abroad by Canadians: estimated to 
balance. 

Average annual net inflow (i.e., “invisible” import) 231 


metallurgical industry, is able to supply in large meas- 
ure the rails, locomotives, and other equipment 
required for domestic use. The following figures indi- 
cate the relative unimportance of the Canadian market 
to the British producer of railroad materials.' 


Canadian Imgerts of Iron and Steel Railway 


Year Railway Issues and Rails into Canada: 
in London From United Kingdom Total 
De sd. coe ak 5c £2,020,100 £46,311 £373,573 
ss iicsa cand 12,395,500 17,459 255,617 
at aay 8,060,500 64,328 159,496 
— (egtgetnties 5,525,800 58,944 279,675 
SE ae ta «60-8 ae 19,608,200 15,024 179,197 


The trade statistics of Canada show that British 
shipments of other kinds of railroad materials and of 
general merchandise are equally insignificant compared 
with the amount obtained elsewhere. It is apparent 
upon examination of the merchandise import figures of 


1 Hobson, Export of Capital, p. 14. 
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Canada that England does not export goods to the 
Dominion equal in value to the capital supplied. The 
following table shows the total imports into Canada 
from the United Kingdom and the United States during 
a series of years, excluding coin and bullion.' 


(Figures denote $ millions) 
Imports into Canada from: 
Fiscal Year United om United States 
Ec ae ee ee $95.7 $233.0 
REE Ser, Seer eerste 110.6 284.3 
SR ee ere rrr rere 117.2 342.2 


To facilitate a comparison of Canada’s separate trade 
balances with the United Kingdom and the United 
States, statistics are presented in the following state- 
ment showing exports from the Dominion to the two 
countries, during the years 1910 to 1912, excluding coin 
and bullion: *— 


(Figures denote $ millions) 
Exports from Canada in’ 

Fiscal Year United Kingdom United £ States 
SAEs caida bk aes oat bp cae e,s $149.6 $110.6 
IRS «oh fa 137.0 112.2 
ee ine ae er Teg 151.8 113.0 


It will be noted from the above tables that Canada, 
during the period under consideration, exported goods 
to Great Britain in excess of goods imported from the 
same to the extent of an average of $40,000,000 per 
year. At the same time, the excess of Canadian im- 
ports from the United States over exports to that 
country showed an annual average value of about 
$175,000,000. These facts lend support to the common 
assertion that English loans to Canada help that 
country to finance its American trade. English capital 


1 Report of Department of Trade and Commerce, 1912, pt. 1, pp. 28-31. 
2 Ibid., pp. 32-35. 
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therefore ‘‘ passes to Canadians in the form of American 
4 

Aside from the influence of geographic proximity 
there is an important reason for the disparity in the 
importation into Canada of American and British goods. 
In the past, the great bulk of British investments have 
gone into government securities and railway and indus- 
trial bonds, comparatively little into industrial stocks, 
which carry the technical management. American 
capital on the other hand has entered Canada chiefly as 
branch factories and other outright industrial invest- 
ments.? This question is discussed in the report of a 
former British Trade Commissioner in Canada. ‘“‘ The 
purchase of government securities and municipal 
bonds,” he declared, “‘ and even of the bonds and shares 
of the great Canadian railroads—the forms which 
British investment has hitherto principally taken — 
operates less directly and immediately to stimulate 
trade than the investment of capital in varying amounts 
over a wide range of industrial concerns, together with 
the establishment of branch factories and agencies of 
all sorts, which has been characteristic of the form of 
American interest in the development of Canada.” * 

On account of the great increase in the rate of flow of 
British and American capital into Canada during the 
past decade, Canadian imports have grown at a faster 
rate than exports, as the following statement will 


show: — 


1 Bonar, Proceedings of the Canadian Political Science Association, 1913, p. 85. 
2 Wickett, Annals of American Academy, vol. xlv, pp. 40, 41. 

§ Quoted in Field, Capital Investments in Canada, p. 192. 

* Canada Year Book, 1913, p. 228. 
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(Figures denote $ millions) 


Years Total Exports Total Imports Ratio of Exports to Imports 
EE $196.5 $190.4 103.19 per cent 
DOD ai6eivititds 211.6 212.3 99.70 = 

BED iv.ai0'00 Ber 225.8 241.2 93.63 < 

TE vo «00 ots 213.5 259.2 82.37 - 

MRR ee esthe 297.2 472.2 62.93 - 
Re 315.3 559.3 56.38 = 
re 393.2 692.0 56.83 if 
ee 479.0 650.7 73.60 . 


This situation, however, cannot persist indefinitely. 
In the not distant future the present disparity in value 
between exports and imports must shrink, then dis- 
appear, and later be followed by an excess of exports. 
For an indefinitely long period thereafter the Canadian 
trade balance will be marked by such an excess of 
exports. This expected change in the balance of 
Canada, similar to that which occurred in the United 
States trade balance about 1873, may ultimately give 
way, in turn, to a further readjustment of exports and 
imports. As pointed out in the early part of this paper, 
the United States may, in time, find that the volume of 
her “ net ” interest and dividend receipts will reach and 
surpass her annual new “ net” lendings. This new 
relation will then be reflected in her merchandise 
balance. Altho as yet there are substantially no 
Canadian investments abroad, it is not inconceivable 
that here too the experience of the United States may 
in the end be repeated in Canada. But speculation of 
this sort goes far beyond anything indicated in the 
present situation. 


THEODORE H. Boaas. 


DartmoutH COLLEGE. 
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IN PRACTICE 
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Ir is now nearly six years since Mr. Lloyd George 
startled the British people, and the economists of the 
English-speaking world, by his proposals for a new 
system of taxes on land and allied forms of wealth, and 
a valuation of all the real property in the United King- 
dom. This valuation was expected to disclose a vast 
and hitherto untapped reservoir of taxable income — 
the so-called unearned increment — and also to be of 
great assistance in the collection of existing taxes, both 
national and local, besides furnishing useful information 
to statisticians and others interested in agriculture, 
housing conditions and similar questions. It is of 
interest to inquire to what extent these expectations 
have been converted into facts. 

794 








BRITISH TAXES ON LAND VALUES 795 


I. Tae VALUATION 


The valuation, begun in the spring of 1910, will not 
be complete, even as regards provisional valuations, 
before June, 1915, and the date when these provisional 
valuations will have been legally established cannot be 
even approximately stated. There is great reason to 
believe that as a result of recent judicial decisions the 
values of nearly all agricultural properties, and of a 
great many others, must be calculated over again on a 
different basis." 

The last report of the Commissioners of Inland 
Revenue ? states, with reference to the case of Com- 
missioners of Inland Revenue v. Smyth: “ The result of 
this decision, which reversed, on these two points, the 
practice upon which the valuations had hitherto been 
made, was the suspension of all valuations of land in 
which an element of agricultural value was present.”’ 
The two points referred to were: (1) that in calculating 
gross and total values the value of the tenant’s interest 
in unexhausted manures or tillages must be included; 
and (2) that in arriving at full site value the land must 
be deemed to be divested of grass. 

Other decisions also may be expected to make a con- 
siderable difference in valuations, if the owners affected 
think it worth while to take advantage of them. The 
most important is Commissioners v. Clay, in which the 
Court of Appeals held, May 28, 1914, that in calculat- 
ing gross value it is necessary to take into account the 
value which a property has for a particular purchaser 


over and above what it may be worth to the general 
1 Mr. Lloyd George declared, as recently as March 10, 1915, that it was impossible 
to reopen valuations that had been finally completed. But he has always refused to 
state how many had reached that stage, and they are probably very few. 
? For the year ended 31st March, 1914 [Cd. 7572], p. 144. 
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public. This is a very delicate point, as the law re- 
quires that the sale must be made “ in the open market 
by a willing seller,” and it is very difficult to decide 
whether a property owner who is tempted by an 
unusually good offer is or is not a “‘ willing seller.” In 
the case of Hornby v. Commissioners! such a seller was 
held not to be willing in the requisite sense, and the 
price received was not accepted as evidence of actual 
value. On the other hand the case of Glass v. Com- 
missioners? decided that if there were a probability of 
land being required for public use, the value of that 
probability must be added to the normal value of the 
land. 

Judicial decisions were responsible for much of the 
delay in valuation in the past as well as at present. 
After the decision of the Valuation Appeal Court in 
Scotland, April 18, 1912, to the effect that assessable 
site value could in no case be a minus quantity, valua- 
tions were suspended in those parts of the country 
where feu duties and heavy ground rents are common. 
This decision was reversed by the House of Lords, 
May 2, 1913.* 

Minus site value is of course merely a legal concept, 
without any counterpart in economic theory. It re- 
sults from the method of valuation prescribed by the 
Finance Act, and occurs only when the net value of a 
property, after deducting the burden of fixed charges, 
is less than the value attributable to capital expendi- 
tures on the property. In such a case the actual site 
value may be, in fact must be, at least equal to zero; ‘ 

1 LVIth Report of Inland Revenue, for the year ended 31st March, 1913 [Cd. 7000], 
p. 160. 

2 LVIIth Report of Inland Revenue [Cd. 7572], p. 162. 


3 Herbert’s Trustees v. Commissioners ([1913] a.c. 326). 


* If a building does not show a normal return on its cost of construction because of 
its poor location, that does not mean that the site value is less than nothing: for if the 
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yet to the legal owner it is a minus quantity, so long as 
the surrounding circumstances remain unchanged. 
But it is obvious that if the value of the site increases, 
even if it does not become equal to or greater than the 
fixed charges, the owner benefits by the full amount of 
the increase, since his property is more valuable, while 
the fixed charges remain the same. Hence for the pur- 
pose of a tax on increment, minus site values are a per- 
fectly legitimate device. For any other form of tax 
they are impossible. 

The system of ascertaining site values by deducting 
various amounts from the total value does not com- 
mend itself to professional valuers, who usually prefer 
to estimate it directly, on the basis of sales of near-by 
property, or from a calculation of the profits that might 
be derived from it if properly developed. As the law is 
worded there is little difference in the results for the 
primary valuation, as on 30th April, 1909, save that, 
in the rare case of a site which would be worth more 
cleared than as it stands, it must be valued at the lower 
amount. But when it comes to a later valuation, on an 
occasion when Increment Duty is payable, according 
to the law any gain accruing to a dealer in land as a 
result of his skill at buying and selling is automatically 
accredited to site value and made subject to the tax. 
This results from the fact that site value under the act 
is a residuum; and if the total value is increased, while 





site is poorly adapted to the building, 80 also is the building poorly adapted to the site, 
and the loss must be attributed to both. After a building is erected its cost has no 
further influence on its value, which is dependent on the principle of quasi-rent. The 
only limit to its depreciation is the value of its materials, minus the cost of demolition. 
Similarly, the minimum value attributable to the site is its value when cleared, minus 
the cost of clearing in case and to the extent that that cost exceeds the value of the 
material removed. This minimum can never be less than zero, for if it were the owner 
would abandon the property. Even if the property were a nuisance to neighboring 
sites it could not be worth less than zero, for the detriment attaches not to the owner- 
ship of the property but to its existence, and affects surrounding site values, but not that 
of its own site. 


aN A ah, jt Wm 
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the deductible factors remain unchanged, the residuum 
must be increased. The Lumsden case, decided by the 
House of Lords, July 20, 1914, showed that even when 
there was admitted to have been no increase in the 
value of the site, Increment Duty might nevertheless be 
payable. The Government promised to remedy this 
unforeseen defect, by means of a one-clause bill limiting 
the duty to cases in which the bare site had really in- 
creased in value.! The outbreak of the war temporarily 
shelved the proposal, but the promise has never been 
withdrawn, and meanwhile no duty is being assessed in 
such cases. 

The published figures of the results of the valuation 
are very meagre. In the first place the number of 
hereditaments included in provisional valuations made 
in Great Britain up to 3lst May, 1914, was only 7,952,- 
111 out of a total of approximately 10,500,000. The 
area valued by the end of the fiscal year 1913-14 was 
35,466,901 acres, which equals only 63% of the total 
area of Great Britain. The geographical distribution 
of this land is not indicated, nor its classification as 
agricultural or urban. Up to June 30, 1914, 273,720 
valuations had been served in Scotland, being about 
two-thirds of the total number of hereditaments. The 
figures for Ireland are not published, except the number 
of provisional valuations made, which was stated by 
Mr. Lloyd George in the House, June 22, 1914, to be 
204,000, while there remained 120,000 to be served in 
cities, towns and urban districts. 


1 See H. C. Debates, May 4, 1914, column 27. At first the Government had main- 
tained that this was not a defect at all, and tried to justify the special taxation of profits 
obtained from selling land “ for more than it is worth at the time "’ on the ground that it 
was a “special gain incident to the ownership of land" and therefore, apparently, 
unlike other commercial transactions. Cf. White Paper Instructions, 21 January, 1911, 
H. C. Paper 238 (1911); and the letter of Mr. Lloyd George and speech of Mr. Finley 
quoted by Mr. Harold Cox in the Edinburgh Review, July, 1913, p. 248. Such a 
practice would entirely alter the principle of the increment duty, and have far-reaching 
consequences in discouraging building and raising rents. 
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The aggregate “‘ Total Value” ' on March 31, 1914, 
excluding minerals? was £2,953,412,359. This would 
indicate a total for Great Britain of about £4,000,000,- 
000, if the same average per hereditament should be 
maintained. As a matter of fact the hereditaments 
valued have increased year by year in both area and 
value. The averages are as follows: — 


Area Total Value 

Year (Acres) Per Acre (£) 
On or before March 31,1911 ............. 0.7 246 
| SS eae 1.8 283 
oo 25 whe 9 Ree rre 4.7 418 
ssialiais - ie 5 See! 6.93 459 


There is a striking contrast between the averages for 
England and Wales and those for Scotland. While the 
average area in the former is 3.95 acres, and the average 
value £417, the average area in Scotland is 11.8 acres, 
but the value only £298. The figures for 1913-14, 
which exclude mineral valuations, are: England and 
Wales, 5.1 acres, £485; Scotland, 16.7 acres, £322. 
The value per acre seems to be five times as great in 
England as in Scotland. It would be interesting to 
know how much of this is due to the Scotch system of 
feu duties. 

As regards minerals, up to 31st March, 1914, the area 
of land included in the provisional valuations was 
579,417 acres, and the aggregate total value £5,077,979, 
of which 469,154 acres and £4,724,491 were in England 
and Wales, the rest in Scotland. The value per acre is 
approximately three times as great in the southern 
kingdom as it is in the northern one. 


1 Total Value is roughly market value, disregarding the capital value of perpetual 
rents. 


2 Fixed charges on land are also deducted. 
§ Excluding mineral valuations. 


Aa 5 te eng ea a oe 
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On the whole the valuation department seems to have 
been fairly successful in attaining accuracy in all cases 
where there is no room for dispute as to what the law 
requires to be included in value. Most objections by 
owners are settled without a hearing before a referee; 
the total number of appeals against provisional valua- 
tions decided by referees up to March 31, 1914, was 
only 98, in respect of 420 hereditaments. In addition, 
544 cases were withdrawn or otherwise adjusted, and 
920 appeals remained unsettled on that date. The 
total number of hereditaments which had been the 
subject of notices of appeal was only 11/100ths of 1% 
of the number of hereditaments valued. This propor- 
tion will be considerably increased by the recent deci- 
sions, especially as during the war the sixty days allowed 
for appeals is not deemed to run. 

It is interesting to note that not all the appeals were, 
as one would expect, for an increase in assessable site 
value, in order to reduce as far as possible any future 
taxable increment. Some owners evidently feared that 
a direct tax on site values would soon be introduced, and 
therefore wished to be assessed on a low valuation. 

But tho the valuers have been skilled and conscien- 
tious, their task has in many cases been too difficult for 
them. It is comparatively easy to agree on a value for 
any single item in the vast number of physical and legal 
factors which go to make up the market value of an 
estate, if the item to be valued can be defined. But it is 
a different matter to assign each one of these factors to 
the site or to improvements in such a way as to conform 
to any generally accepted canon of taxation. 

Most of the difficulty has been in the valuation of 
agricultural land, which is not surprising, in view both 
of the confused provisions of the law and the inherent 
impossibility, for the vast majority of British farms, of 
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separating any real prairie value from the value added 
by the expenditure of labor and capital. In cases 
brought before the courts it has been decided that live 
hedges are improvements, but dykes and stone boun- 
dary walls, and sea walls not connected with buildings, 
are part of the site;! that the value of growing grass 
must be deducted to arrive at full site value, but the 
value of unexhausted manures and tillages, and the in- 
creased value due to the fact that land had been laid 
down to grass by the tenant, must not be deducted; ? 
that in some cases private roads used in connection with 
buildings are deductible improvements, but other roads, 
not so used, or not deserving to be considered “‘ struc- 
tures,” are not deductible. Similarly it seems that 
drains and water supply connected with houses must be 
considered as non-existent for the purpose of estimating 
site value, but land drains, culverts, dykes and ditchies 
in the fields are existent; and that wood and wire 
fences about the homestead must in like manner be 
distinguished from wood and wire fences elsewhere on a 
farm. 

The separate valuation of the site value or prairie 
value of agricultural land with any approach to accuracy 
is nearly impossible, since the cost of improvements — 
even when it can be ascertained, and a suitable allow- 
ance made for interest — bears no certain relation to the 
increase in value resulting from them, nor to the loss 
that would be occasioned by their removal.? More- 
over, the smaller the unit of valuation, the less will be 
the difference in its value occasioned by the presence 
or absence of buildings and other improvements, for a 
small farm may often be added to an adjoining estate 

1 Executors of Waite v. Commissioners ([1914) 3 K. B. 196). 

? Commissioners v. Smyth (110 Times Law Reports, 819). 


3 The British tax attempts to exempt the actual value of capital invested; the 
German tax exempts capital expenditure, whether profitable or not. 
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and not require much extra expenditure of capital, 
whereas a large farm must be fully equipped by itself. 
Any tax on pure land values would fall heaviest there- 
fore on the smallest farms. 

Besides being so extremely difficult, the separate 
valuation of agricultural property, except in the near 
vicinity of growing cities, is practically useless for the 
purpose of taxing the increment. Increment on such 
land is very uncommon, and when it occurs is very slow 
and uncertain, being usually due to changes in prices, 
not to the activities of the government or the increase in 
local population. Few persons have been so bold as to 
suggest taxing the farmers of England on their recovery 
from the agricultural depression, and in fact the act 
specifically exempts land with no other than agricultural 
value. Neither is the valuation of rural land of any use 
for the Undeveloped Land Duty; and as for the Rever- 
sion and Mineral Rights Duties, neither of them de- 
pends on the general valuation at all. 

In addition to ascertaining the value of all land in the 
kingdom as on April 30, 1909, the Valuation Depart- 
ment must make a valuation on every occasion of a 
transfer by sale or gift or by a lease for more than 
fourteen years, or on the death of an owner. In the 
case of sales and leases the various values are deduced 
from the price or rent reserved. At the termination 
of a lease of over twenty-one years the value of the 
property must be calculated for the purpose of assess- 
ing Reversion Duty, both as it actually is and as it was 
at the beginning of the lease. Moreover the depart- 
ment values licensed properties for taxation and com- 
pensation under the Licensing Act, and occasionally 
does other work for other branches of the government. 

It is almost needless to say that the cost of these 
valuations is very great. The total expenditure was 
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stated by Mr. Montagu, in the House of Commons, 
April 1, 1914, to have been £2,178,397 up to that date, 
and the estimate for the ensuing year was £843,614.! 
It is not likely that this estimate was too high, as the 
Government has never erred on the side of caution 
with respect to either the expenses or the receipts of the 
land values duties. 

The cost of valuation in 1913-14, and the estimate for 
1914-15 were made up as follows: — 


DxPaRTMENT 1913-14 1914-15 
Inland Revenue ................ £669,500 £761,718 
Valuation Office, Ireland ........ 16,400 17,396 
Office of Works (for office rent) .. 20,000 20,000 
Rates on Government Buildings . 4,500 4,500 
Stationery Office (for printing, etc.) 15,000 15,500 
Post Office (for postage) ........ 20,500 24,500 





£745,900 ? £843,614 - 


Adding the last sum to the cost up to April, 1914, will 
give £3,022,011 as the cost to the end of March, 1915. 

The number of officials employed in the Valuation 
Department on March 31, 1913, was 4151, their sala- 
ries amounting to £492,626 per annum.'* These figures 
had risen by January 1, 1914, to 4641 and £544,157 
respectively. Of the employees at the latter date, 315, 
with salaries totalling £131,216, were classed as “ per- 
manent.”’ ¢ 

The land values duties, tho expected to have bene- 
ficial social effects, were nevertheless introduced with 
the expectation of yielding a large revenue; and 
certainly nothing but a very large revenue could justify 

1 Mr. Montagu, April 6, 1914 (H. C. Debates, April 6, 1914, column 1636). 

2 Mr. Lloyd George’s estimate had been only £680,000 (H. C. Debates, April 17, 
1913, column 2125). 

* H. C. Debates, April 28, 1913, column 811. 


4 H. C. Debates, February 17, 1914, column 782. It is expected that the number 
employed will be reduced by 1700 during the present fiscal year. 
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them as a fiscal measure, considering their cost not only 
to the administration but also to individual land- 
owners. The latter item has been estimated as high as 
a million pounds a year,' and is certainly a very con- 
siderable sum. What revenue has in fact resulted ? 


II. Tue Fiscat YIeEvp 


(1) Let us first consider the Increment Value Duty. 
This from its nature would require some time to get 
into full running order, as it strikes only increment 
accruing after April 30, 1909. Nevertheless it was 
expected to produce a fair revenue in three or four 
years at the most. I append the budget estimates for 
each year, and the amount actually received: — 


Year 1910-11 1911-12 1912-13 1913-14 1914-15 
Budget estimate £20,000 £50,000 £30,000 £20,000 £55,000? 
Net receipt 127. 6,127 16,981 34,199 


Total net receipt, 1910-1914: £57,434 


The Increment Duty is technically a stamp tax. 
Each year the particulars of some 150,000 to 200,000 
transactions involving land must be sent in to be 
stamped. The number of units of valuation in respect 
of which “ occasion ” valuations were made, based on 
the information thus received, was 316,721 in the year 
1913-14, besides 8391 in Ireland. The proportion of 
assessments of duty, as compared with the number of 
valuations, was very small, being 1.8 % in Scotland and 
0.9% in England and Wales; but the proportion for all 
valuations in Great Britain from 1910 to 1914 was only 


0.57 %. 


1 Mr. E. Royds, in the House of Commons, June 20, 1912, and again June 24, 1914. 
Cf. various publications by the Land Union for the details of particular cases. 


2 Mr. Lloyd George, in House of Commons, May 14, 1914. 
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The number of assessments in 1913-14 was 3080, 
excluding minerals, and the average amount of duty 
assessed was in Scotland £47, in England and Wales £14. 
The average taxable increment in Great Britain was 
only £85, which, taken in connection with the figures 
in the preceding paragraph, shows that land is not such 
a profitable investment as the single-taxers would have 
us believe. The average taxable increment discovered 
by all the valuations made for this purpose, 1910-14, 
was less than ten shillings. There were also in 1913-14, 
61 assessments in respect of minerals, averaging £29 
each. 

The cost occasioned to landowners by this duty is 
considerable, whether or not they are called upon to 
pay anything to the state. The usual solicitor’s fee is 
a guinea for getting the papers stamped, and this item 
alone probably exceeds the net receipt of the tax. In 
addition the delay in assessing the duty is very annoy- 
ing, but possibly this will disappear when the original 
valuation is completed. 

(2) The second of the land values taxes is the Rever- 
sion Duty, a tax of 10% on the benefit to a landlord 
derived from the expiration of a lease, of twenty-one 
years or more, of property (not merely the site) which 
has risen in value. This requires two valuations on 
each occasion, viz: the value as at the grant of the lease, 
ascertained by reference to the rent reserved and other 
payments made in consideration of the lease, and the 
value at the determination of the lease estimated in the 
usual manner. The two most important judicial de- 
cisions affecting this duty are that in the case of Earl 
Fitzwilliam,? which was to the effect that the value of a 


1 In Ireland, owing to the different system of land-registry, particulars are not 
required of every transfer. The proportion of assessments to the total number of trans- 
fers, excluding transfers on the occasion of a death, was about 1.7%; the average duty 
assessed about £10. 


2 83 Law Journal Reports, 1076. 
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public-house license must be included in the value of the 
reversion; and that in the Marquis of Camden’s case,' 
which decided that ‘‘ payments made in consideration 
of the lease ” were not only those paid to the lessor, but 
might also include sums expended on buildings or other 
improvements. It is of course obvious that a lessor who 
expects to receive a good building at the expiration of 
the lease will be willing to grant a corresponding reduc- 
tion in the annual rent. These cases and others caused 
much delay in the collection of the duty, which was also 
hindered in its operation by the fact that the general 
land valuation was not completed. Its estimated and 
actual yields are as follows: — 


Year 1910-11 1911-12 1912-13 1913-14 1914-15 
Budget estimate £90,000 £50,000 £125,000 £100,000 £130,000 
Net receipt 257 22,621 47,974 80,435 

Total net receipt, 1910-1914: £151,287 


The number of accounts rendered for this duty, up to 
March 31, 1914, was 7443, plus 129 in Ireland. The 
number of accounts dealt with by the Valuation De- 
partment was 5224. The number of assessments to 
duty was 3562, plus 30 in Ireland, and the duty as- 
sessed £216,486 and £4609 respectively. The fact that 
nearly one-third remained unpaid was ascribed by the 
Commissioners to the decision in the Camden case. 

The number of valuations for Reversion Duty made 
in the year ended 31st March, 1914, was 2405 in Great 
Britain and 24 in Ireland. The “aggregate value of 
benefit accruing to lessors” was £1,840,592 in the 
former and £18,407 in the latter.2 The average benefit, 

g minus quantities, from the beginning up 
to 31st March, 1914, was:— 


1 30 Times Law Reports, 681. 


2 In some cases there was a loss, not a gain. 
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A IO 5.6 5 6 6:05 Fb aa Glos dc daoianele ois £914 
UE et ee eae yee 211 
RRR ire Soe rt ee ere ners eer 500 


The principle of the Reversion Duty seems to be jus- 
tified in a country like England, where long leases of 
urban lands are so common; since in many cases the 
landlords receive in their reversions much greater values 
than they have either expected or deserved. It has 
been suggested, however, that taxing the lessor on his 
reversion should involve also freeing the lessee from his 
present burden of income tax on wasting assets,' for as 
the end of the lease approaches the lessee is now taxed 
on capital which is passing from his control. But I 
suspect that most shrewd business men run their busi- 
ness with the conditions of the lease in mind, and what 
they lose here they make up by paying less rent or 
spending less on repairs. 

As the law now stands there are several ways in which 
this duty may be evaded. The simplest is by arrang- 
ing for a series of twenty-year leases instead of one 
longer one. Another way is to demise the reversion, for 
a period of less than twenty-one years, to a third party 
who will then cede it back to the lessor. It is also pos- 
sible to minimize the taxable benefit by stating in the 
lease that the expenditure of the tenant on repairs is 
part of the consideration.? 

Other methods of evasion not so dependent on legal 
jugglery are to build more cheaply or to spend less on 
maintenance, so that the value of the reversion will be 
less, while a higher annual rent is paid. Or else a very 
long lease can be granted which will postpone the pay- 
ment, and only in a very few cases will the increase in 
site value be great enough to offset depreciation and the 


1 J. C. Stamp, in Economic Review, July, 1911. 
2 Cf. article by W. J. L. Ambrose in Law Quarterly Review, April and July, 1914. 
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saving in interest. Probably this duty will have no 
effect on occupier’s rent, as the total payments, actual 
and anticipated, by the builder will not be appreciably 
increased. There will be a slight tendency for land- 
owners to demand more, and their demand may be 
effective, since by building for themselves they might 
escape the duty. But as few landowners would actu- 
ally be willing or able to build, and as the duty is a 
future one and uncertain in amount, frequently being no 
more than a tax on windfall, little increase in ground 
rents need be anticipated on this account. The duty 
may, however, be expected to check leasehold enfran- 
chisement, since it is payable on the purchase of a 
reversion by a head lessee, or on the purchase of a lease 
by the reversioner, and again when a sub-lease deter- 
mines. 

(3) The total area of undeveloped land included in 
valuations made up to March 31, 1914, was 942,115 
acres, of which some 800,000 acres have been assessed to 
the Undeveloped Land Duty. Its assessable site value, 
before making allowances, was £182,612,826.' The 
bulk of the land liable to this duty has now been valued, 
tho with what precise conformity to law remains to be 
seen. 

The Finance Act required that undeveloped land 
duty for any year be assessed within three years of its 
close. This has hitherto proved impossible, and in con- 
sequence a certain amount of duty has been lost for both 
1909-10 and 1910-11. The exact figures cannot be 
given, because in any case there would have been a large 
exemption of land that was restricted by agreements in 
force April 30,1909. The proportion of land so restricted 
has naturally declined, being 31 % in the year 1913-14. 
The assessment and collection of this duty have been 


1 In Ireland there were 26,410 acres, with a site value of £4,178,630. 
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suspended from the end of February, 1914, because of 
the judgment in Commissioners v. Smyth, which upset 
the practice of the department in making valuations of 


agricultural land. 
The duty assessed before March 31, 1914, for each 
year was: — 

Year Great Britain Ireland 
ALG, Far Fd 355505003 £126,472 £4,914 
RPGs ciabibsindihes sasn0ds oko 174,714 5,148 
OS Ee ee 203,548 5,128 
Ss ieee eid temhcnen aso 219,270 5,109 
A ee 2 re 143,902 3,268 


The first two years’ figures are now complete. 
The budget estimates and actual net receipts are as 
follows: — 
1910-11 1911-12 1912-13 1913-14 1914-15 ; 
Budget estimates £280,000! £200,000 £100,000 £325,000? £230,000? 
Net receipt 2,351 28,947 97,852 274,916 
Total net receipt, 1910-1914: £404,066 


The object of this tax is to force unused land into the 
market, in the hope of reducing rents or improving 
housing accommodations. But there is little reason to 
believe that land capable of being used has been held 
out of the market to any significant extent. Estate 
agents and others who have practical experience with 
land are nearly unanimous in declaring that such is not 
the case. In fact there is good reason to believe that 
owners as a rule are only too anxious to sell, and that 
unless terrified by hostile legislation or threats of legis- 
lation builders are able and inclined to build even more 
than is required. Every year an allowance of seven or 
eight million pounds must be made from gross income 
assessable to income tax, in respect of empty property. 


1 Includes £140,000 arrears. * Includes £150,000 arrears. 
? Includes £240,000 arrears. 
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It is difficult to believe that more than a very small 
proportion of this can be simply due to arbitrariness 
on the part of the owner. It is merely an indication 
that building is continually carried up to the margin 
of profit, and that it is not the cost of land that deter- 
mines the profit; for obviously, after a building is 
erected, the cost of land cannot affect the tenant’s 
rent. On the contrary it is the rent anticipated that 
determines the value of land. Wherever the value so 
determined is reasonably large, the landowner is under 
a constant pressure to sell, in order to realize his in- 
come. If he does not, his reasons are as likely to be 
good as bad. If he awaits a further rise in value, is it 
not to the public advantage that all land should be 
devoted to its best use ? If he wishes to keep the land as 
a garden, that, too, frequently benefits the public. 
Moreover all the land fit to build on cannot be built on 
at once, for there would not be enough people to occupy 
the buildings. 

This duty is equivalent to a tax of about 4% on the 
use of potential building land for any purpose other 
than those specifically exempted in the law. For the 
reasons just mentioned it cannot be avoided to any 
great extent by building, except perhaps by building 
cheap or temporary structures, and the main burden 
must fall on the owners. Since, however, it is not a per- 
manent burden, it will not be capitalized in the usual 
manner of land taxes, altho it will temporarily reduce 
the selling price. And in fact it seems to have had that 
effect. 

(4) The Mineral Rights Duty has nothing whatever 
to do with the land valuation. The Reversion Duty, 
tho not directly dependent on the Domesday valuation, 
is probably made easier to administer by it; and at all 
events it depends on the activity of the Valuation De- 


o 
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partment. But the Mineral Rights Duty is simply an 
additional income tax of one shilling in the pound on the 
rental value of all rights to work minerals and of all 
mineral wayleaves. On this point Mr. Lloyd George 
stated in the House of Commons:! “I agree that the 
Mineral Rights Duty is not a subject of valuation. ... 
It would not be fair to use that for the purpose of prov- 
ing that land valuation costs less than the yield of the 
land taxes.” 

The Mineral Rights Duty is assessed on the pro- 
prietor or on the immediate lessor; the latter may 
make a proportionate deduction from the rent. It is 
not charged on common clay, earth, sand, chalk, lime- 
stone, or gravel. Minerals are not subject to Unde- 
veloped Land Duty, nor to Reversion Duty so long as 
they are being worked. Increment Duty is much 
modified in its application to minerals, being based on 
the excess of actual rental value over 8% of the capital 
value of the minerals on April 30, 1909. 

As a tax this duty is fairly satisfactory, both in prin- 
ciple and in results. There is much to be said in favor of 
the state’s sharing in the profits of exploiting natural 
deposits, provided enough is left to stimulate private 
enterprise. The tax was easily administered, and soon 
reached a normal condition. The net receipt has 
been :— 


OEE 6 as kad terie sc dek sss se ose ec ucdatledsé £506,290 2 
BR a Re ee ers ie we 436,193 
PN ot nenAeN ig Caldas access acseeeeeeces 273,915 
TN iii tisha Ese ts sobs dencdbiecnst ase 345,343 


The estimate for 1914-15 was £310,000. 
This duty resembles the others in one respect: it has 
suffered in the courts. The cases of the Duke of Beau- 
1 H. C. Debates, May 14, 1914, column 1354. 


2 Includes duty for 1909-10. 
2 Reduction was due to (a) delay in assessment, (b) coal strike, (c) judicial decisions. 
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fort v. The Commissioners, and of the Marquess of 
Anglesey v. The Commissioners,' decided that Income 
Tax must be deducted before reckoning the Mineral 
Rights Duty. In consequence a large amount had to 
be repaid, and the revenue from this source suffered a 
permanent diminution of some 6%. The tax differs so 
greatly from the others in the group that it should be 
considered separately; and hereafter when I speak of 
the “land values duties,” this one will not be included. 

The total net receipt from the three duties dependent 
on valuation was £612,787 up to March 31, 1914;? the 
cost of valuation and collection was £2,178,397. 


In extenuation of this amazing deficit it is maintained 
that the work of the Valuation Department has justified 
its existence by increasing the yield of the Death Duties. 
From April 1, 1910, to March 31, 1914, the official valua- 
tion of real property passing on death averaged 6.16% 
greater than the valuation brought in by the accounting 
parties.* In Ireland, during the period from September 
1, 1910, to March 31, 1914, the increase averaged 5.26 % 
of the total value of real property passing on death. 

But there are three reasons why the present Valuation 
Department cannot be given all the credit for this. 
(1) The department charged with collecting death 
duties has always succeeded in increasing the valuations 
of estates. To quote the fifty-seventh report of the 
Commissioners of Inland Revenue (p. 146): “‘ Prior to 

1 [1913] 3 K. B., 48. 

2 Between April 1, 1914, and March 31, 1915, the amount paid into the treasury on 
account of the Land Value Duties, including the Mineral Rights Duty, was £412,000. 
During the previous year it was £715,000. No details are available for the separate 
duties, but it seems likely that the duty on minerals furnished the greater part of the 
amount. The estimate for 1915-16 is £350,000. 

3 This figure is really too favorable, as the early valuations included selected prop- 
erties of which the department had notice in 1909-10, which yielded a more than aver- 


age increase. Cf. the fifty-seventh report, p. 146. The proportion in 1913-14 was 
5.18%, in Ireland 5.26%. 
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the introduction of expert valuers in the spring of 1909, 
the increase obtained by the then existing organization 
was an average of 3% upon the whole real property. 
passing.” (2) The department was so reorganized in 
the spring of 1909, a whole year before the passing of 
the Finance Act, that at a trifling cost it performed the 
necessary valuations nearly as well as now. The 
department thus reorganized was described by Mr. 
Lloyd George in the House of Commons, October 29, 
1909, as being “ efficient ”’; and the report of the Com- 
missioners of Inland Revenue for 1909-10 attributes to 
it a “‘ substantial increase ’”’ in the yield of the duties.’ 
(3) The land values duties, by reducing the value of 
land, especially in cities, have diminished the value 
of property passing on death and consequently the 
yield of the death duties. The extent of this effect can- 
not be ascertained, but that it is so seems indisputable, 
both on the grounds of theory and from the testimony 
of landowners. Even if land values were previously 
over-estimated, as was frequently the case, they at least 
paid higher death duties on that account. 

However the apologists for the Valuation Department 
do not attribute to it an increase of more than £900,000 
in the yield of the death duties up to March 31, 1914, 
and £325,000 for the ensuing year. Adding this to the 
land value duties, but excluding of course the Mineral 
Rights Duty, we still find a deficit of £665,000 on April 
1, 1914, or an estimated deficit of £770,000 on the same 
date in the present year. As far as can be estimated 
from the weekly reports of the Treasury, the deficit 

1 Italics my own. 

2 Amounting in one week to over £100,000. Cf. House of Commons Debates, 
October 29, 1909. In fact, as far as proportions go the increase was apparently greater 
under this arrangement than it has been since, for it was only 6.16% between April 1, 
1910 and March 31, 1914; but Mr. Montagu stated in the Times, May 7, 1914, that 


from May, 1909, to March 31, 1914, the average increase was 6.31%, of which he 
admitted 3% would have been obtained anyway. 
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must be increased some £200,000 because of the falling 
off in the revenue from the land value duties since the 
beginning of the war. 

The taxes brought in by the other activities of the 
Valuation Department are hardly worth mentioning. 
It makes valuations for the stamp duty on property 
passing by gifts inter vivos, but the revenue derived in 
consequence cannot be stated and is certainly small. 

There has been some talk of using the site values 
obtained as the basis of taxes or rates on the single tax 
principle. Besides their inherent inaccuracies, and 
those due to the failure of many owners to claim their 
full legal rights, these values are now six years out of 
date, and to use them for that purpose would be ex- 
tremely unfair. 

It is said also that the costs of the valuation must be 
regarded as a capital expenditure, and that deficits in the 
first few years will not prevent its being profitable in the 
long run. There is some truth in this argument, but it 
makes little difference, for the valuation once established 
is not perpetual. A revaluation is required every five 
years for the Undeveloped Land Duty;! and for the 
other two duties property must be revalued every time 
it is transferred, or every fifteen years if owned by a 
corporation. It is safe to assert that after fifteen years 
the worth of the present valuation from a fiscal point of 
view will be very slight, and that after thirty years it 
will have no usefulness at all except for historical pur- 
poses. And in any case interest should be charged on 
the cost, if it is a capital expenditure. Taking the most 
reasonable estimate of the net cost, nearly £130,000 a 
year will be required to pay it off in twenty-five years 
with interest at 4%. The annual yield of the duties 
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1 No attempt has been made to carry out the first of these valuations, which was 
due in 1914. 
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cannot be expected to average more than £1,000,000 
during the next twenty-five years, especially as the war 
will have a bad effect on land values. The costs of 
administration may run as high as £250,000, and can 
hardly be less than £150,000 per annum.' Conse- 
quently in the period from 1910 to 1940 the cost of 
collecting these duties will average from one-fourth to 
one-third of their total amount. The average cost of all 
duties collected by the Inland Revenue Department 
fluctuates from year to year between 2 and 33%. 

So far only the cost to the government has been con- 
sidered. There is also a great loss to landowners, 
whether taxable or not. Transactions are delayed or 
prevented by the fact that the amount of duty payable 
on the property is unknown. Legal expenses are greatly 
increased, and owners also often find it necessary to 
employ expert valuers to test or oppose the official 
valuation. In addition to these actual costs there is the 
dread of more to come. 


III. Some Conciusions 


In the opinion of an overwhelming majority of build- 
ers and dealers in land, the land values duties are 
largely responsible for the remarkable decline in the 
number of new buildings annually erected. They are 
not the sole cause, for there is reason to believe that 
building was carried to excess in the years preceding 
1907, and a reaction would normally be expected. The 
proponents of the duties declared, however, that they 
would stimulate building, by reducing the price of land. 
There can be no doubt that land values have fallen, and 
mortgages and other forms of investment in land have 


1 Cf. the salaries of the permanent officials, p. 803, above. It is impossible to get an 
official estimate on this point. 
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lost their popularity since the famous budget was intro- 
duced. Whether or not the values set on estates by the 
government valuers were too low, they certainly were 
the cause of much calling-in of mortgages, and builders 
have ever since had much more difficulty in obtaining 
capital. At the same time they require higher profits to 
offset the increased taxes and risks. The result is 
shown by the following table, compiled from the Inland 
Revenue reports on Inhabited House Duty. 


ANNUAL INCREASE IN THE NUMBER OF PREMISES IN GREAT 


BRITAIN 
te D Farm Buildings oad 
Year Ended alee e, Senkaw a 
March 31 and 0 Annual Value Corporations 

Be eeu UA 88,344 128,701 

iiss: cindew tthe 41,549 161,586 

PRs 101,205 149,594 

cae RERES ote 112,838 169,042 

hap ett ia 80,471 128,998 

PRL bi. inc cautdua’ 79,950 115,990 

Se back ell aia 73,260 112,222 

A tind careieiaia 87,181 114,420 ) 

PPR Se 10,651 perme 48,959 a 

NG os oink a nabeea 80,165 > 114,858 , 

SANSONE 46,250 | 9:82 3,760 | 87999 


Part of the slump shown in the first column for 1911 
may be attributed to the general revaluation of that 
year, which raised some houses hitherto exempt into the 
tax-paying class. But the figures in the second column 
cannot be so explained, as the total number of premises 
could not be perceptibly reduced by a revaluation, 
and the last previous valuation, in 1904, had no such 
effect. According to the census of 1911, the number 
of houses uninhabited, or being built, in proportion 
to the number of inhabited houses, was the smallest 
since 1861. 
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It would seem that the new taxes, instead of increas- 
ing housing accommodation, have reduced it. It is 
probable *hat, unless the single tax agitation keeps on, 
this initiai effect will wear away, if indeed it has not 
already done so. Increased wages and costs of material 
are certainly to blame for much of the cessation of 
building, and even in spite of these obstacles there was a 
revival in the first half of last year.' A change of 
government would do much to reassure builders, even 
if the duties were not repealed. But no such change is 
probable in the near future, and the war upsets all 
prophecies.” 

The final incidence of these duties can never be 
objectively demonstrated. Economic reasoning leads 
to the conclusion that the undeveloped land duty will 
probably cause a good deal of hasty and ill-planned 
construction, such as we are so familiar with in America; 
but that in the main it will fall, or has fallen, on the 
owners at the time being (in 1909), by reducing the 
capital value of the land. After all it is only equivalent 
to a general property tax rate of two dollars in the 
thousand. 

The Increment Duty and Reversion Duty, in so far 
as they fall on unforeseen and unearned increments, will 
be borne by the recipients of those increments; in so 
far as the increment is anticipated the tax will also be 
anticipated. There is also some danger that land 
developers working on a large scale may be called on to 
pay increment duty on part of their property, when the 
scheme as a whole is a failure; but this could be pro- 
vided against by amending the law. 


1 Cf. Board of Trade Labour Gazette for a quarterly report of the value of building 
plans passed in ninety urban districts. 

2 The present coalition, being for war purposes only, has no effect on the Land 
Values Duties. 

* Cf. J. C. Stamp, “‘ The Incidence of Increment Duties,” in Economic Journal, 
June, 1913. 
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It must not be hastily assumed that the failure, so 
far, of the new British system of land taxes proves that 
an increment duty is essentially impracticable. The 
German local increment taxes are proof to the contrary. 
The chief reasons which explain the lack of success of 
Mr. Lloyd George’s scheme are the following: — 


1. The complicated system of land tenure in Great 
Britain. 

2. The fact that hitherto annual value and not 
capital value had been the basis of taxation, neces- 
sitating a valuation de novo. 

3. The inclusion of the whole country in the valua- 
tion which greatly increased the cost; altho 
practically no revenue can be expected outside of 
urban districts. 

4. The great expense of administering the tax as a 
national one instead of locally. 

5. Errors and omissions in the law. 


The first two do not concern us in the United States. 
The importance of the third and fourth will vary from 
state to state, and will be much modified in those regions 
where the existing valuations are reasonably accurate. 
With regard to the fifth we should at least have the 
benefit of British experience. 

In my opinion the experiment of an increment tax 
would be well worth trying, if it could be kept separate 
from the dangerous and delusive proposals for taxes on 
site values and the other varieties of Single Tax. A re- 
version duty might be useful in some parts of the country 
in order to reach one kind of increment, but we need no 
more taxation of undeveloped land than we already 
have under the general property tax. The only valid 
objection to such a reform would rest on its cost in rela- 
tion to the income derived from it, a problem which 
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varies from country to country, and can be finally 
solved only by experiment. If this objection can be 
proved untenable, there is no theory of justice in taxa- 
tion, so far as I am aware, that does not logically require 
unearned increment to be specially taxed.! 


Rurus S. Tucker. 


Harvarp UNIVERSITY. 





1 Besides the ref in the preceding notes, mention should be made of an 
article by J. C. Stamp in Conrad’s Jahrbiicher for 1912, ‘“‘ Ueber die Reform der 
Grundsteuer in Grossbritannien.”” The most detailed official t of the duct of 
the valuation will be found in the fifty-fourth report of the Commissioners of Inland 
Revenue [Cd. 5833 (1911)). 

















REVIEW 


ELY’S PROPERTY AND CONTRACT! 


WE are indebted to Professor Ely for an excellent book. 
It ought to prove interesting and instructive to economists 
and lawyers alike; to economists because it contains a careful 
and accurate account of the leading decisions of the courts 
with reference to property and contract that bear on economic 
discussion; to lawyers because legal decisions are treated in 
a broader way than as mere precedents, and with reference 
to the philosophical reasons that underlie the decided cases. 
The book is to be particularly commended to lawyers because 
most of them are content with the philosophy of Blackstone 
and attend only to those changes since Blackstone’s day that 
appear in the decisions of the courts, where the fundamental 
ideas are rather taken for granted than philosophically dis- 
cussed. If Professor Ely’s two volumes were but printed in 
one, with a larger page, bound in law sheep or buckram, and 
with the citations of cases at the foot of the page instead of 
at the end of the chapters, the book might pass for a law 
book. There is the familiar table of cases at the beginning, 
and the list is long enough to include the important cases 
without the common padding that enables publishers to 
say, —as if that were a merit, — that there are cited so 
many thousand more cases than have been cited before. As 
far as I have been able to test the list, it includes those cases 
that have really contributed to the development of the sub- 
ject, and Professor Ely cites them with an accuracy unusual 
in a layman. In an appendix Professor Orth has made a 

1 Property and Contract in their Relation to the Distribution of Wealth, by 
Richard T. Ely, Ph. D., LL. D., Professor of Political Economy in the University of 


Wisconsin, 2 vols. The Macmillan Company. New York. 
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useful collection and analysis of illustrative cases, which he 
modestly hopes may be helpful to readers who desire to famil- 
iarize themselves with the legal aspects and difficulties in- 
volved. 

Professor Ely’s style is clear and perspicuous, and his 
vocabulary for the most part untechnical. Economists ought 
to be able to understand his statement of the law, and lawyers 
his statement of economic theory. A study of the book 
ought to help bring together two classes who often have the 
same problems to deal with under different aspects, and often 
fail to understand each other; the lawyers looking upon the 
economists as radical, the economists looking upon the 
lawyers as unprogressive. In fact, as Professor Ely shows, 
the “‘ socialization of the law ”’ has been brought about chiefly 
by decisions of the courts; and as this book itself demon- 
strates, the point of view of the more thoughtful economists 
is what would be considered, at least in these days, if not 
conservative, certainly far from radical. 

It would be an error, however, to give the impression that 
the book is essentially either a law book or a text book. It 
really deals in a philosophical way with the concepts of 
property and contract in their relation to the distribution 
of wealth. Professor Ely necessarily draws upon the store 
of judicial decisions, especially those under the due process 
clause of the Fourteenth Amendment; but he draws largely 
also on philosophical writers from Lord Bacon down, nay 
from the author of Deuteronomy to the present time. He 
has been influenced especially, as he frankly acknowledges, 
by the Germans, to whom he frequently refers, especially by 
Conrad, Wagner, and, above all, Knies. 

Some of the salient lines of thought are as follows. In 
both production and distribution, man himself is the element 
of chief significance, since wealth is the product of man’s 
labor, and the product varies with man’s efficiency and wil- 
lingness to work, which may depend largely upon the dis- 
tribution of the product. Society itself is limited in what it 
can do in changing the laws of distribution, by the reaction 
of such changes in distribution on production considered with 
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respect to quantities and qualities of wealth produced and to 
the direction of production. Associations like the Shakers 
completely regulate distribution, but their product is so 
limited that the average income is not large. The Amana 
Society of Iowa, the most successful of existing communistic 
societies, with a great deal of valuable Iowa land, affords 
comfort to all, but of a meagre sort, scarcely compatible with 
a high civilization. 

Distribution of wealth at a given time depends upon the 
socio-economic order that then exists. This, altho the chief 
thing to be considered, is not the only one; others are im- 
portant, — industrial technique, bounty of the physical 
environment, distribution of individual abilities and apti- 
tudes. In the existing socio-economic order there are five 
fundamental institutions of first rank: (1) Property, public 
and private; (2) inheritance; (3) contract and its condi- 
tions; (4) vested rights; (5) personal conditions. In addi- 
tion there are five fundamental forces of the second rank: 
(1) custom; (2) competition; (3) monopoly; (4) authority; 
(5) benevolence. It is these fundamental institutions and 
forces that radical socio-economic reformers desire to change. 
“Tt must be admitted,” says Professor Ely, “ that if the 
changes they desire are to be recommended, the socialists 
are proceeding in the right way to bring about these changes. 
They are attacking the fundamentals, and no doubt if the 
fundamentals could be changed they could change without 
limit the distribution of wealth; but, on the other hand, their 
changes might bring about (a) disastrous results as to pro- 
duction, (b) other evil social consequences.’’ I quote the 
exact language, because the whole work is an effort to combat 
the proposals of the radical socio-economic reformers in the 
interest of what the author thinks, and surely with reason, 
a truly conservative view; an effort all the more effective 
because intelligent and fair minded. 

The first fundamental institution is private property. Pri- 
vate property is a complex thing, — a bundle of rights; an 
idea which is coming more and more to be recognized, and 
credit for which is given to a decision of the Supreme Court 

















REVIEW 823 


of New Hampshire in 1872. The tendency is toward an in- 
creasing public interest in private property, but there is no 
tendency toward an abrogation of the right. To abolish 
private ownership in land would destroy security and shake 
the foundations of society, and while the author approves our 
American system of taxation on the full selling value of 
land, — which approximates some features of the single 
tax, — he recognizes that it does result in those evils which 
Marshall thinks would result from a property tax on site 
values exclusively; it adds to the value of some properties 
at the expense of others, and results in hasty and inappro- 
priate building. No one who has seen the class of buildings 
called “‘ tax-payers ”’ will fail to appreciate the soundness of 
this conclusion. 

Reference is made to the great Vanderbilt fortune, built 
on the private ownership of railroad systems, and to the 
great fortune of the family of Thurn and Taxis, built on 
the century-long control of the postal system in Germany. 
The discrimination of the author in his statements is well 
illustrated by his calling attention to the fact that while those 
fortunes would not have been possible if the American rail- 
roads and the German postal systems had been public prop- 
erty from the beginning, there is no necessary inference that 
the fortunes thus acquired are or are not a good thing for 
society. Another illustration of his care is to be found in 
repeated references to New Zealand, which to the ardent 
reformer is the place where all good things are to be found, 
just as the poet thought that perfect peoples and perfect 
kings might dwell in Mercury, Venus or Mars. Professor 
Ely more than once expresses his doubt of the success of the 
New Zealand legislation. And in general he remarks: “‘ The 
enthusiastic reformer must be cautious in drawing practical 
conclusions. It is at least conceivable that public waste and 
civic demoralization may result from the suggested extension 
of the sphere of public action and narrowing of the field of 
private activity. Also, it must be considered what use would 
be made by organized political society (the state in the generic 
sense) of the potential gains of public industry. Would a 
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better use be made of wealth as a whole than is made 
now ?” 

The same thought recurs in dealing with industrial liberty. 
Political restrictions, it is pointed out, often mean economic 
freedom. The important question “so often overlooked by 
the socialists and their opponents is this: will authority be 
more wisely exercised when seated in government or when 
seated in private property ? Will authority be more wisely 
exercised when it is political in nature or when it is economic 
in nature? ... And another question is: will authority 
be more wisely exercised when it has a mixed source, partly 
in economic and partly in political institutions ? ” 

Private property, then, is an institution lying at the foun- 
dation of our present social order, and not to be abrogated. 
Private property is the exclusive right of a private person to 
control an economic good; it is exclusive in its nature, but 
not absolute; it is a bundle of rights. The Roman Law 
defines it as the right of using and consuming in so far as the 
reason of the law permits. The Prussian code of Frederick 
the Great defines a proprietor as “‘ that one who is competent 
directly himself, or indirectly through an agent, to exercise 
control over the substance of a thing or of a right to the 
exclusion of others,”’ but his rights are subject to the qualifi- 
cations that “no one may misuse his property to injure 
others.” The Napoleonic code says: “ Property is the right 
of using things and of controlling them in the most absolute 
manner, provided that one does not make a use of them 
prohibited by the laws or ordinances.”” The new German 
code says: “a proprietor has a right to use a thing as he 
sees fit, to the exclusion of others, in so far as there are no 
limitations which come through law or through the rights of 
third persons.” All these definitions, under different sys- 
tems of jurisprudence at widely separate points of time, 
recognize the qualification of the right of private property. 
Our system recognizes it also. In some things, notably wild 
animals (including even dogs, as the United States Supreme 
Court has held), air, light and water, property is not full 
and complete; but even the right of property in things where 
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it is most full and complete is qualified by the state’s right of 
taxation, of eminent domain, and the police power, three 
public rights corresponding to the qualification “in so far 
as the reason of the law permits ”’ of the civilians. Property 
does not carry with it the right of misuse; yet waste and mis- 
use are tolerated. How can the conflict be reconciled ? 
“ The fact is just this: the misuse or the abuse of things is not 
a part of the right of property when we reduce property to 
its essence, but it is something which may exist because no 
way can be devised to prevent it without interfering with the 
institution of property. It is difficult to frame laws which 
will prevent a misuse without at the same time preventing a 
proper use.”’” We wish the draftsmen of some of our recent 
legislation who so cheerfully undertake to remake our law 
without considering its history, its connection with legal 
principles, or its underlying reason, might appreciate the 
difficulty of which Professor Ely speaks. 

Property has its social side, as represented by the right’ of 
taxation, the right of eminent domain, the right to exercise 
the police power, the right to control transfers, especially by 
way of inheritance, the right to exempt certain property from 
execution and distress in order that a man may not be de- 
prived of the means of doing his part in the work of the world 
by working at his trade or calling. An absolute right of 
property, free from these restrictions for the benefit of 
organized society, would, as Ihering says, result in the 
dissolution of society. 

It is these considerations that sustain one of the main 
theses of the book, that private property is established and 
maintained for social purposes. It becomes more intensive 
and less extensive, or more extensive and less intensive, 
according to the state of development of organized society 
at the time. In early days the ownership of land in common 
seems to have been for the general interest. Later, commons 
were enclosed and became private property because a more 
intensive cultivation was for the general interest. Professor 
Ely doubts whether the legislation giving the Indians their 
land in severalty instead of allowing it to be held in common 
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by the tribe, is for the advantage of the Indians themselves 
in their existing state of development. Property in sever- 
alty, he says, is undoubtedly in general better for those who 
have attained the highest stage of economic civilization. 
It leads to greater production, nor does it clearly lead to a 
worse distribution, altho unquestionably to a far more 
unequal one. 

Private property is developing along five lines: (1) an 
increase in the mass of free goods; (2) a restriction of the 
extent of private property and a corresponding extension of 
public property; (3) a development of the social side of 
private property; (4) an extension of private property along 
certain lines; development of rights akin to private property; 
(5) changes in the modes of acquisition of private property. 

Private property yields the best results when the social 
benefits of private property accrue (a) largely spontaneously, 
as in the case of agricultural land, where in the main there is 
an identity between the interest of the farmer and the 
interests of the general public; (6) when occasionally they 
are secured with ease by slight applications of force, as in 
the use of private forests in Germany as pleasure grounds, 
or the rights of way and paths across fields in England; (c) 
when the social benefits of private property are secured as 
the result of single public acts occurring at considerable 
intervals, as in the case of taxation; (d) when in more or less 
frequent cases a continuous and considerable application of 
force may be needed to bring its management up to a socially 
established ethical level; the author is here thinking chiefly 
of labor legislation. 

Enough has been quoted to show Professor Ely’s point of 
view. The reader must be left to fill in the argument from 
the book itself. It is not surprising to find that the author 
looks forward hopefully to the universalization of private 
property, very much as education has been universalized, by 
means of savings banks, insurance, safe investments in well- 
guarded corporations, assistance in the purchase of land; 
and to the socialization of private property by throwing open 
to public use private possessions, such as the Thiergarten in 
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Berlin and the royal galleries in Munich (a sphere in which 
Europe is in advance of the United States), and to the in- 
crease in the feeling of social obligation to contribute to the 
public good (a sphere in which Americans are probably 
ahead of Europeans). He also looks forward to a consider- 
able transformation of private property into public property 
by means of the power of eminent domain, with full compen- 
sation even in the case of corporations with watered stock. 
He takes a broader view of the powers of the state to effect 
this transformation than would be commonly taken by 
lawyers. But public necessity and public utility are relative 
and ill-defined terms, and we are probably destined to see a 
broadening of our ideas in this respect, as we have seen it in 
the extension of the police power. As Professor Ely says, 
even a railway is not strictly speaking a public necessity, 
however desirable it may be; and the well-established right 
to take private property for railways is destined to be applied 
in many other ways. No one can read recent decisions of 
the United States Supreme Court without seeing how elastic 
the right of eminent domain is, and the possibility of its 
unlimited development. 

The true theory of property, he says, is the general welfare 
theory. The words “ point to the permanent basis of prop- 
erty in social utility and they indicate the nature of its evolu- 


tion. ... Property exists because it promotes the general 
welfare, and by the general welfare its development is 
directed. ... It is a theory of social evolution, because 


as society is in a flux, property can accomplish its end only 
by a corresponding evolution. It is a legal theory, because 
property in itself implies law; and it is only through law 
that possession ripens into property. At the same time the 
words used to describe the theory show that law cannot be 
arbitrary.” 

Space lacks for anything but the briefest reference to 
Professor Ely’s commendation of the work of American 
courts, a commendation all the more pleasing because un- 
expected; his condemnation of the recall of judges and the 
recall of decisions; and his insistence on security of tenure 
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and adequate pay. After these declarations it is not sur- 
prising that he praises the Federal Constitution and its 
flexibility, while commending also as one of its strong points 
that it prevents wobbling back and forth from one thing to 
another. ‘“ We have then every element we need already, 
either in our constitutional systems or easily placed there 
when once all our law-making, law-executing and law-inter- 
preting bodies move out of the past into the light of the 
twentieth century.” I cannot, however, look with approval 
upon his suggestion that adverse decisions can be overruled 
by the creation of new judges, as the opposition of the 
House of Lords has been overruled by the creation of new 
peers. It is far better to wait until public opinion is finally 
settled on a disputed question, and time makes it possible 
to determine whether proposed changes are real reforms or 
not. 

The book ought to have many readers, and all would find 
it suggestive and helpful. They will look forward with much 
expectation to the coming book by the author on landed 
property and the rent of land. 


QUARTERLY JOURNAL OF ECONOMICS 


Francis J. SwAyZkE. 


Newakk, N. J. 





















NOTES AND MEMORANDA 


THE EFFECTS OF INCREMENT TAXES UPON 
BUILDING OPERATIONS 


A NuMBER of American cities have recently adopted special 
land taxes in the hope of gaining such social ends as increased 
building activity, lower rents and diminished speculation. 
Pittsburgh and Scranton, Pennsylvania, have reduced the 
assessed value of buildings from one hundred to ninety per 
cent, the first of a series of such reductions by which it is pro- 
posed to cut the tax on buildings to one-half the tax on land. 
Reading, Pennsylvania, has asked for power to make similar 
reductions. Pueblo, Colorado, has stricken fifty per cent of 
the building value from the assessment base and is committed 
to a plan eliminating this year all except one per cent of the 
value of buildings. Houston, Texas, after three years of 
experience with a plan under which buildings have been 
taxed at a figure at first one-third and later one-fourth of their 
value, is now forced by legal action to seek constitutional 
authority for the plan which before rested merely upon 
administrative audacity. In the city of New York the sen- 
timent in favor of special land taxes has grown to such pro- 
portions as to make the question something of a political issue. 
One municipal commission has already reported in favor of 
a special tax on the “ unearned increment.’”’! Another com- 
mission, recently appointed, has been asked to give its recom- 
mendation on the question of reducing the tax on buildings 
and now has the matter under consideration.? 


1 The Commission on New Sources of City Revenue, appointed by Mayor Gaynor 
in 1911. See this Journal, vol. xxvii, p. 539 (May, 1913). 

2 The Committee on Taxation of the City of New York, appointed by Mayor 
Mitchel in 1914. 
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Under these circumstances, a contribution to the theory of 
land taxation such as that made by Professor B. M. Anderson, 
Jr., of Harvard University, is welcome. In a recent article,' 
he has attacked the commonly accepted argument that “ ‘ the 
unearned increment ’ in land values is an incentive to build- 
ing: that buildings which are expected to depreciate through 
_ obsolescence are often put on land that is rising in value in the 

expectation that the appreciation of the land will offset the 
depreciation in the building; and that consequently a tax 
which destroys the increment in land values would check 
building operations, instead of encouraging them as the single 
taxers contend.” * He flatly denies “ that the amount of the 
increment in land value has any connection whatever with 
the amount of depreciation in building that is voluntarily 
suffered.” * He concludes “‘ that the increment . . . should 
have any influence on the decision to build is, on the face of it, 
impossible ” and “‘ that an extra tax on land for the purpose 
of encouraging building might be similarly barren of results.”’ ‘ 

Here is apparently destroyed at a single blow one of the 
best arguments against the single tax and at the same time 
one of the pet arguments urged in favor of it. 

The article attracted immediate attention. A few weeks 
after publication it was quoted in the single tax session of the 
Conference of the National Tax Association to refute the 
claims of the single taxers that the exemption of improve- 
ments stimulates building.’ No one, however, seems to have 

1 “* Unearned Increments,’ Land Taxes, and the Building Trade,” in this Journal’ 
vol. xxviii, August, 1914, pp. 811-814. 

* Loe. cit., p. 811. * Ibid., p. 812. 4 Ibid., p. 813. 

5 Professor Warren M. Persons: ‘‘ I would like to call your attention to an article 
that appeared in the last number of the Quarterly Journal of Economics by Mr. B. M. 
Anderson of Harvard, who takes up the point as to whether the single tax will bring 
about improvements, and in a word his position is that it will have little effect one way 
or the other, and his reason is this, that there will be no change in the basis of taxation 
whether the man builds or not. The question as to whether he should build is a finan- 
cial one, and he will build if he can bring the earning power of the land into operation, 
and with that earning power, the earning power of the building. If the combination is 
such as to give him a return large enough to induce him to make his investment there, 
rather than elsewhere, he will make the investment there, and the proposition will be the 
same under the single tax as it is at present as the tax will be a constant factor whether 
the land is built upon or not. The economic needs of the community is the thing which 


will determine whether he will build or not.” Proceedings of the Eighth Annual Con- 
ference, National Tax Association, p. 457. 
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made a serious attempt to criticize Professor Anderson’s 
argument — a remarkable fact in view of its iconoclastic 
character. For it has been customary to hear from the lips of 
our leading economists the argument that the “ unearned 
increment”’ is an incentive to early building and to the early 
settlement of agricultural land. It is stated in very definite 
form by Professor Alvin Johnson, in his “‘ Case Against the 
Single Tax.””! Moreover, in the city of New York, at least, 
real estate men testify that it has been the general policy 
in financing building operations “to assume that there will 
be year by year a steady increase in the value of the land 
which will more than offset any depreciation in the im- 
provements.” * An argument which runs counter to the 
statements of eminent scientists and the established policy of 
practical business men certainly deserves the most careful 
consideration. It is the purpose of this paper to criticize 
some aspects of Professor Anderson’s argument and to sug- 
gest certain circumstances which seem to justify modifica- 
tions of his general conclusions. 

The case is argued by means of an arithmetical illustration, 
admirable in its clearness and compactness. 


Assume a man who has a piece of land worth $50,000 and free capital of 
$30,000. Assume an annual increment to the land value of $2000. The 
owner has two options: he may leave the land idle and invest his $30,000 
at, say, six per cent in industry, in which case his return is $3800 per 
year (counting the increment); or, he may apply his $30,000 to the 
land by building upon it, and so unlock the potentialities of the land, 
causing it to yield, say, four per cent, or $2000, making his total yearly 
return $5800 (again counting the increment). It is clear that in this lat- 
ter case the owner gains if the depreciation of the building is anything 
short of $2000 per year. But the $2000 which offsets the depreciation is 
not the increment to the land value, but the extra $2000 that comes from 


1 Atlantic Monthly, vol. cxiii, pp. 32-36 (January, 1914), 

? Interview with Mr. Alfred E. Marling, of Horace 8S. Ely and Company, member of 
the Advisory Council of Real Estate Interests and Chairman of the Mayor’s Committee 
on Taxation in the city of New York. New York Times, January 24,1915. This policy, 
it may be stated, is at the p t time in di " of the recent dulness in the 
real estate market and because of various “ drastic demands " made upon real estate 
owners, including that of “ excessive taxation." Cf. interview with Mr. Albert G. Mil- 
bank, ibid. An attempt is being made to change the plan of financing building opera- 
tions so as to provide for annual or semi-annual payments by the borrower on account 
of the principal of the indebtedness. 
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putting the land to use. Varying the size of the increment leaves the 
situation unchanged. Assume an increment of $12,000 per year: he 
can still tolerate only $2000 per year depreciation. By using his first 
option, he would in that case have an annual gain of $13,800; by using 
his second option, an annual gain of only $15,800, still only $2000 to 
spare. Assume no increment at all: he has still the same $2000 margin 
for depreciation. The increment is wholly irrelevant. The significant 
factor is the possible addition to his income from releasing the earning 
power of the land.! 


Professor Anderson rests his case upon this example. His 
argument stands or falls by the validity of this illustration. 
The questions, therefore, to be considered are: Is the illus- 
tration typical ? Does it fairly represent the situation ? Are 
all the significant factors taken into consideration ? 

In the first place it will be observed that the annual return 
from the land is placed at $2000 per year and kept at that 
figure year after year in spite of the fact that the capital value 
of the land is made to increase steadily. Is this condition 
typical? Is it usual for the annual return to remain constant 
while the capital value of the land increases? If increases or 
decreases due to changes in the general interest rate be dis- 
regarded, the only cause for an increased capital value is the 
prospect of an increased income. An increase in the selling 
value of a piece of land implies an improved income. The 
connection is direct and causal; and yet it is entirely ignored 
in the illustration. The example is therefore abnormal in 
this respect. A piece of land whose annual rentals, present 
or prospective, are not increasing but whose selling value is 
nevertheless mounting upward is an economic monstrosity. 

This does not mean that Professor Anderson’s statements 
are incorrect. Assuming the validity of his contention that 
“the significant factor is ... the earning power of the 
land,” the point should be recognized that this ‘“ earning 
power ” will normally be an increasing sum under the condi- 
tion of increasing capital value assumed in the illustration. 
To the individual, confronted with the option of building or 
not building, what Professor Anderson calls the increment, 
which will accrue whether he builds or not, may be “ wholly 


1 Anderson, loc. cit., pp. 812-813. 
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irrelevant.”” The amount which he will forego in the annual 
land rent which he might collect, did he build, is, as Professor 
Anderson points out, the incentive to building and the margin 
for depreciation. What Professor Anderson does not point 
out is that this annual land rent — this incentive and margin 
— is expanding. This expanding earning power means an 
increasing capacity to carry taxes or to endure obsolescence. 
It is normally the basis and cause for increasing selling prices 
of land. It is responsible for the “ unearned increment ” in 
the sense in which the term is used in Professor Anderson’s 
article. 

Whether the statements made in the article are correct 
seems, indeed, to depend somewhat upon the definition of the 
word “increment.” The ordinary dictionary meaning is 
“increase ” or “ augmentation.” It has been very loosely 
used in economic discussions to indicate increases of various 
sorts. In the case of land it has commonly been used to 
describe augmentations of the capital or selling value. 
Examples are not lacking, however, of the use of the term to 
describe augmentations of the annual value or yield of the 
land. The term should, of course, be used to describe only 
one thing. The question of terminology need not be further 
discussed here, but to avoid confusion increases in capital 
value will hereafter be described as “capital increments”’ and 
increases in annual rentals as “ yield increments.”” Professor 
Anderson seems to use the term to describe such “ capital 
increments ”’ as can be realized without improving the land 
or subjecting the individual to any expense. If “ yield incre- 
ments ” are true increments, the statements as to the effects 
of increment taxes must be modified. 

The first criticism, then, is that the arithmetical example 
is not typical in that it does not recognize an increasing “‘ yield 
increment ” as a basis for the “‘ capital increment.” 

In the second place it is believed that the example ignores a 
practical factor of considerable significance. It is assumed 
that the landowner may, without expense, hold his land out of 


1 Mr. C. B. Fillebrown uses it in both senses in the same pamphlet, A 1916 Single 
Tax Catechism, pp. 17, 18. 
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use and realize upon his “ capital increment.” It is assumed 
that the only burden that he is called upon to bear is the 
sacrifice of the annual income from the land which he might 
receive if he constructed a building. But under actual con- 
ditions his burden is not merely this negative sacrifice: it 
includes a positive expenditure, for his ordinary annual 
taxes must be paid if he is not to be deprived of his land and 
of all prospects for future incomes, large or small. In Pro- 
fessor Anderson’s illustration, the owner has $30,000 of free 
capital, which, invested in industry, yields him $1800 a year. 
It is clear that he could pay indefinitely any tax which did not 
absorb more than this income. But any sum paid for taxes 
will reduce the sum realized under the first option where the 
capital is put into industry and the land allowed to lie idle. 
The individual of the illustration, however, with his $30,000 
free capital is in a condition of opulence compared with that 
of many owners of vacant land. Often the free capital is 
entirely absent, the individuals borrowing the funds when 
the land is “ ripe” for building. In such cases, from what 
source will the annual taxes come ? It may be said that if a 
man’s land has a capital value he can borrow upon its security 
to pay taxes and that such a course will pay under these cir- 
cumstances. But in many places unimproved land is not 
acceptable security for loans. Money can often be secured 
to improve a piece of property when it cannot be obtained to 
“carry” a piece of vacant land. This is the case in western 
Canada. ~° The prohibition in force until recently against the 
use of land as security for national bank loans may be ex- 
plained in part on the ground of our distrust of such security. 
In the city of New York the savings institutions, life insur- 
ance companies and trust companies will not make loans upon 
the security of. unimproved real estate, and if a landowner 
desires an accommodation he must find some private individ- 
ual who is willing to join with him as a preferred partner in 
his speculation. He must pay a higher interest rate and give 
a wider margin of security than if the land were improved.' 


1 The writer is indebted to Mr. Walter Lindner, of the Title Guarantee and Trust 
Company, for this information. 
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Under these conditions it will be seen that an individual 
owning vacant land and confronted with the problem of 
whether he shall build or not must always consider the cost of 
carrying the land until he can realize on the “ capital incre- 
ment.” He must compare the total taxes plus interest with 
the ‘‘ capital increment ” to be realized. Where loans are not 
made upon vacant land and where the owner is without cash 
resources — a very common situation at present in western 
Canada — to build may be the only way to meet tax bills. 
He can borrow money to build and his property will then, 
perhaps, bring in enough money to pay interest and taxes. 
In this way his title to his ‘‘ capital increment ”’ may not be 
lost to him. Under such circumstances it may be profitable 
for a man to build even when his rentals are insufficient to 
pay the entire interest and replacement charges on the build- 
ing, not to speak of a return upon the land. If he can secure 
enough from his rentals to pay the current bills of interest and 
taxes he will build, provided that the “ capital increment ”’ 
finally to be realized promises to be great enough to care for 
the other expenses and leave something beside.‘ In other 
words there are circumstances where part of the “ capital 
increment” is sacrificed to save the remainder and the 
process involves building. If the tax so impairs the “capital 
increment ” that it is not worth saving, the means of salvation 
will not be adopted — that is, fewer buildings will be built. 

It is admitted, of course, that if funds may be borrowed 
freely upon the security of unimproved land, the above argu- 
ment does not hold. There is, however, always a difference 
of opinion between the money lender and the landowner as 
to the value of the land or, in other words, as to the certainty 
and amount of the future yields from the land. If this were 
not true the money lender would usually become landowner 
and take his return in rentals and increments rather than in 
interest and repayments. 

It may be that there is much more than merely this in- 
volved in the struggle to preserve titles to increments. Not 

1 In some places in western Canada, South Vancouver, for example, buildings are 


exempt from taxation and in addition a special tax is levied against unoccupied land. 
Here one can actually reduce his tax burden by building. 
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only are the city builders affected by the speculative oppor- 
tunities — not only do they build in order to be able to meet 
current charges hoping to reimburse themselves for present 
losses from increased land rentals or selling values later — but 
farmers also are similarly affected. It has many times been 
pointed out that part of the middle-western farmer’s return 
has come from the increased value of hisfarm. The point has 
not been emphasized, however, that to preserve his title to 
that increased value, it has been necessary for him to sacri- 
fice some of it beforehand. To benefit by the increment it 
was necessary for the settler to do more than to sit with 
folded hands. He, like the city landowner, is subject to an 
annual land tax. In certain cases residence upon the land is 
also necessary to the establishment of the title and this 
residence often involves a real cost. To meet these charges 
he has slight resources. The settler is proverbially ‘“ land- 
poor.” He has faith in the future “ capital increment.” The 
money lender has less faith. The settler must somehow meet 
the charges and will cultivate the soil when the returns do not 
justify it — he will “skin ” the soil, if need be — in order to 
meet them. He, too, sacrifices part of his future to save the 
remainder. Thus, if our buildings are constructed by specu- 
lators hoping to preserve increments for future appropriation, 
our farms are first carved out and cultivated by speculators 
spurred on by the same motive. The significance of this in 
connection with the struggles on the frontier for land banks, 
“* cheap money,” and internal improvements is obvious. 
Professor Anderson’s statement, then, that the “ earning 
power of the land ”’ is the “ significant factor” and that the 
“ capital increment ”’ is “‘ wholly irrelevant” assumes that 
the “ capital increment ” will accrue to the credit of the 
individual whether he improves his land or not. The second 
criticism resolves itself into a charge that this assumption 
ignores a very important practical consideration. There are 
expenses necessarily involved in holding land over a period of 
years which are often heavy and which, because of the dis- 
crimination which is commonly made against land as security 
for loans, are peculiarly difficult to meet. By improving the 
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land a revenue may be secured which will aid to keep clear 
the title to the “ capital increment.”” Thus, where a building 
must be constructed because of the presence of practical cir- 
cumstances connected with the loan market, the case is 
materially changed. The size of the “ capital increment ”’ 
then enters as a factor which must be compared with the 
expenses of preserving title to it. Any part will be sacrificed 
to retain the remainder. The entire destruction of the incre- 
ment by a tax would, under these circumstances, cause a 
diminution in building. Any reduction in the size of the 
increment would probably throw some building projects over 
the margin. 

It will be agreed, therefore, that a restatement of conclu- 
sions is necessary in order to take account of important prac- 
tical factors in the situation. Is the increment a lure which 
has hastened the settlement of our prairies and the building 
of our cities? In the light of the foregoing discussion it 
appears that it is the attraction of the increment which leads 
to the efforts to establish claims to land. But does it explain 
why men farm and build, as they do, before they can secure a 
proper return on their investment ? The answer must be 
that it is not the “ capital increment” which is directly 
responsible. It is rather the necessity of preserving the title 
to that increment. The increment seems to be like the 
“ greased pig” at the county fair — often easier to catch 
than to hold. It is to pay taxes and to keep body and soul 
together that the settler strips his land of its fertility and the 
builder allows his structure to depreciate without making 
proper immediate provision for replacement. In so far as the 
lure of the “ capital ” increment is responsible for these sacri- 
fices, it should be given credit for encouraging early building 
and settlement. To destroy the increment will eliminate the 
necessity of making sacrifices in order to secure it. The 
effect undoubtedly will be that building and settlement will 
take place less soon. 

The facts, then, are as the business man states but not 
exactly for the reason he states. Professor Anderson has 
pointed out that the reason given is not adequate, but he 
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offers, on his part, no explanation of the facts. It has been an 
error to ascribe building activity directly to the increment. 
It is not the increment which supplies the direct, compelling 
force. The real cause of early building is the pressure of 
charges of various sorts, the most important of which are 
annual taxes. Professor Anderson’s article calls attention to 
this inaccuracy in a very conclusive fashion. But, neverthe- 
less, were it not for the increment, operating in this indirect 
fashion as the reward which justifies the present sacrifice, the 
increased building would not take place. The conclusion 
must be that, under the conditions actually present in many 
places, the impairment of the “ capital” increment by tax- 
ation would operate to discourage building operations. 

Within limits ! anything which increases the annual burden 
or increases the final reward of the man who is attempting to 
carry land in order to realize on the “ capital” increment 
would, then, from this point of view, encourage building. A 
tax on the “ yield increment ” would, at the same time, in- 
crease the annual burden and decrease the final reward, for, 
presumably, the tax would continue after the land has 
changed hands and would result in the impairment of the 
“capital increment ” for which the individual is striving. 
The effect upon building operations will depend, therefore, 
upon the relative strength of these opposing forces. 

The statements made in regard to the effects of increment 
taxes have assumed that the increment is expected and 
counted upon. This suggests another distinction of possible 
usefulness. Increases in land values are always imperfectly 
discounted. If they were perfectly discounted, all would be 
paid for in the market price of land. Some are paid for in 
this fashion; some are not. Certainly the rate of increase 
and the rate of discount are independent of each other. 
Some increments are, then, expected, discounted and paid 
for; others are unexpected, undiscounted and unpaid for.? 
The distinction between “expected” and “ unexpected ” 


1 The annual burden could be made too high to be borne, of course. 


2 Moreover the mere fact that an individual expects an increment, does not, of 
course, “ earn "’ the i t. Thei it may be entirely “‘ unearned ” and yet 
be fully discounted. 
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increments is of some importance, because many individuals 
will not object to a plan which takes by taxation only that 
which has not been expected and paid for, but would object 
to another form of the increment tax. Obviously the only 
increment which is of any importance in influencing a deci- 
sion to build is the increment which is expected and counted 
upon. A tax could take all this unexpected increment with-. 
out affecting any decisions to build. If a line could be drawn 
between discounted and undiscounted increments, a tax 
could be imposed upon the undiscounted increments without 
the risk of unfavorable results upon building activity and 
without incurring the charge of confiscation. The wisdom of 
the provision of the English increment law, which provides for 
the exemption from the tax of a ten per cent increase, here 
becomes apparent. Perhaps such a provision comes as near 
as possible to a practicable distinction between “‘ discounted ” 
and “‘ undiscounted ” increments. 

The degree of certainty and the possibility of unexpectedly 
large returns are the factors responsible for the relatively 
small return usually received from investments in land. De- 
stroy the possibility of an increased return, through either 
“ capital” or “ income ” increments, and the rate of return 
upon land must increase to a level at least as high as that 
upon other forms of investment. 

The objection raised by Professor Anderson, that, because 
leased land competes with ‘‘ owned ”’ land in the same market 
as sites for buildings, the increment cannot be an incentive to 
building, seems to offer no great difficulties, theoretically. 
The owner of a piece of land which is rising in value and which 
is the occasion of expense difficult to meet may find it to his 
advantage to lease his land to a builder for any sum he can 
get. No matter how small the return, it will assist so much 
in aiding the individual to pay his taxes and preserve his title 
to his land and his future “ capital ” increment. 

A discussion of the effects of other types of land taxes upon 
building operations cannot be included within the limits of 
this paper. The first step toward increased land taxation 
in most of the communities of the United States seems to be 
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to raise the assessment of vacant land to full value as com- 
pared with other real estate. What will be the effects upon 
building of this step and of the policy of exempting improve- 
ments, which is already being adopted, will depend upon a 
variety of conditions. In most cases, the writer believes, the 
changes will not be “ barren of results,’ but will stimulate 
building to some degree. 

In this paper, also, the observations ‘‘ cover only a small 
part of the points in controversy.” It is believed, however, 
that the main point is an important one. Certainly a debt of 
gratitude is due to Professor Anderson for demonstrating so 
conclusively the inadequacy of the currently accepted 
explanation of the influence of increments upon building and 
voluntary obsolescence. It is the explanation, however, 
which has been at fault. The influence is still present. But 
it is not exercised directly, as has been claimed, but indirectly 
and in a fashion not recognized. The increment is a reward 
whose attainment, under ordinary conditions, demands a 
sacrifice. The form which this sacrifice takes is in cities 
early building and voluntary obsolescence, and in rural 
districts early settlement and impoverishment of land. 


Rosert Murray Haire. 


CotumB1a UNIVERSITY. 





TWO RATE DECISIONS OF IMPORTANCE 


Two rate decisions have recently been made, both note- 
worthy because of the importance of the questions at issue. 
One was rendered by the Massachusetts Public Service Com- 
mission, and considers the obligation of the state towards 
securities which it has approved; the other is by the New 
Jersey Court of Errors and Appeals, and deals with the 
problem of franchise values. 

The Massachusetts decision considers whether and how far 
the approval of securities by a public utilities commission 
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means that a corporation will be allowed to charge a rate 
which will permit a fair return upon such securities. As yet 
there has been no authoritative judicial determination of this 
question. The United States Supreme Court in the Consoli- 
dated Gas case! refused to permit the rate for gas in New 
York City to be lowered beyond the point where a fair return 
would be assured upon all the capitalization which had pre- 
viously been authorized (indirectly) by the state legislature. 
In 1884 the legislature had sanctioned the merger of manu- 
facturing companies, authorizing the consolidated corpora- 
tions to issue capitalization which should not exceed the value 
of “‘the property, franchises and rights” of the separate com- 
panies. Several gas companies of the city soon merged under 
this act, forming the Consolidated Gas Company, and capital- 
izing its franchises and rights at approximately $8,000,000. 
The Supreme Court held in 1909, that since it did not 
appear that this was an over-valuation of the franchise in 
1884 and since the capitalization of the franchises was under 
authority from the legislature, such capitalization should be 
included in the valuation of the property for rate-making pur- 
poses. The Court said: “ We think that under the above 
facts the Court ought to accept the valuation of the franchises 
fixed and agreed upon under the act of 1884 as conclusive at 
that time. The valuation was provided for in the act, which 
was followed by the companies, and the agreement regarding 
it has always been recognized as valid, and the stock has been 
largely dealt in for more than twenty years past on the basis 
of the validity of the valuation and of the stock issued by the 
company.” 

Altho the point was not directly in issue, the logic of the 
Consolidated Gas decision would seerh to lead to the establish- 
ment of the principle that authorization of stocks and bonds 
by a state establishes a capitalization upon which a return 
must be permitted by the state. 

In spite of this decision, most of the states which have 
recently undertaken the control of capitalization are proceed- 
ing upon the theory that securities approved by them need 


1 Wilcox v. Consolidated Gas Company, 212 U. 8., p. 19. 
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not necessarily be taken into consideration in making rates. 
Indeed, the new public utility laws in some of the states 
specifically provide that the approval of securities by the 
commission, or any other acts of the commission, are not to be 
taken as a guarantee on the state’s part of stocks or bonds 
issued under the act. Such provisions are contained in the 
laws of Arizona, California, Pennsylvania, and _ Illinois. 
Further, practically all of the new state commissions authorize 
the issue of securities but proceed to base rates upon the 
reproductive or present value of the property, permitting only 
such a rate as will provide a fair return upon this value. That 
is, the value of the property, so defined, is used as the basis for 
rates, regardless of the outstanding capitalization or the 
securities approved. By the use of this method the commis- 
sions plainly indicate that holders of securities approved by 
them have no assurance that rates will be such as to give a 
fair return upon such securities. 

The Massachusetts decision above referred to rejects the 
present value theory as a basis for rates, and takes a different 
attitude on the obligation of the state as to the securities 
which it has authorized. This decision was in the Middlesex 
and Boston Rate Case, decided October 28, 1914.1. The Mid- 
dlesex and Boston Street Railway Company had applied to 
the Public Service Commission for authority to increase its 
fares. The advance in rates was protested against by the 
towns through which the line passes. The Commission was 
compelled to face the question as to the basis upon which a 
fair return must be reckoned. Counsel for the patrons urged 
the view generally adopted by courts and commissions, that 
the present value of the property was the only amount upon 
which the company could claim a return. 

In reply to this contention the Commission said: ‘ Un- 
doubtedly in rate cases and other cases involving the con- 
flicting rights of the rate-paying public and the investing 
public, the cost of reproduction may frequently be a fact 
desirable to be ascertained, and sometimes it illuminates 


1 Middlesex and Boston Rate Case. Report and Order, Massachusetts Public 
Service Commission, 1914, 553. 
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important aspects of the problem presented; it is often the 
best method of checking up unsatisfactory accounting, par- 
ticularly when dealing with depreciation. But as a funda- 
mentally controlling principle, no theory could work out 
grosser injustice, — to the rate-paying public in some cases 
and to the investing public in other cases, — than the repro- 
duction cost theory. In cases where rates have for years 
been too high, so that the companies have accumulated out 
of excess rates paid by the public large amounts which have 
gone for capital purposes, this theory requires the rate-payer 
to pay a rate adequate not ouly for a return upon the capital 
furnished by the investor or stockholder, but adequate also 
to furnishing capital and a return upon the capital furnished; 
it would authorize the capitalization of excessive rates and a 
return upon that capitalization. This is to put a premium 
upon extortion, past and prospective. On the other hand, 
this theory is grossly unjust to prospective investors in that 
even when the investment is made with entire honesty and 
with reasonable prudence, — yet if, pending the building up 
of the new business, the plant depreciates below the fair cost 
to the investors, rates must, under this theory be made ade- 
quate to make return only upon the reproduction cost of the 
property in its depreciated condition.” 

The Commission maintained further that the theory of 
reproductive value is as inexpedient as it is unjust, since it 
tends to hinder the investment of further capital in utility 
enterprises; that regulation, if it is to limit the returns to a 
rate not greatly in excess of an investment rate, must also 
protect all investments honestly and prudently made in the 
public service, if utilities are to be kept on good terms with 
the investing public. Therefore thé Commission announced 
that the public would be best served, if regulation makes its 
“fundamentally guiding principle an attempt to protect 
investments honestly and prudently made and wisely man- 
aged.” The Commission points to the fact that for many 
years the state of Massachusetts has followed the policy of 
regulating the issue of securities by public utilities, such 
securities representing only the bona fide investments in the 
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properties. It asserts that the theory underlying this prac- 
tice was that such rates should be allowed as would yield a 
fair return upon such investments, and concludes: “ Ac- 
cordingly, we rule that under Massachusetts law capital 
honestly and prudently invested must, under normal condi- 
tions, be taken as the controlling factor in fixing the basis for 
computing fair and reasonable rates, . . . that reproduction 
cost, either with or without depreciation, while it may be 
considered, is not, under our law, to be taken as the deter- 
mining basis for reckoning rates.” 

The Commission refers to the decisions of the United 
States Supreme Court which refuse to base rates upon securi- 
ties, but points out that in such cases the securities had not 
been issued under public authority, and maintains that such 
decisions cannot be interpreted to imply that the capitaliza- 
tion laws of Massachusetts “‘and the necessary corollaries 
therefrom ” are unconstitutional. It is to be borne in mind 
that the Supreme Court decisions rest solely on the con- 
struction of legal and constitutional provisions; whereas 
that of the Massachusetts Commission would seem to be 
based on broad grounds of public expediency. 

It has long been understood that the Massachusetts com- 
missions gave large regard to capitalization in the establish- 
ment of rates, altho it has generally been impossible to 
ascertain from the published decisions the actual basis for 
rates or the weight given to the various factors. But never 
before in the long history of Massachusetts in regulating 
utilities, had any of its commissions ' specifically rejected the 
present value theory, and positively announced that it would 
protect investments by basing rates upon securities. 

The establishment of this principle by the Massachusetts 
Public Service Commission is of far reaching importance. 
It means the displacement of the present value principle by 


1 Until 1913, the control of public utilities in Massachusetts was in the hands of three 
commissions, the Railroad Commission having supervision of railroads and street rail- 
ways; the Gas and Electric Light Commission, of gas and electric utilities; the Highway 
Commission, of telephones and telegraphs. In 1913 the duties of the Highway Com- 
mission were given to the Railroad Commission, which became the Public Service 
Commission. The Gas and Electric Light Commission still has control over gas and 
electric utilities. 
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that of original cost as a basis for rate making. It means 
that utilities will be freed from the risk of a lessening in the 
value of their properties, due to changes in the price of labor, 
materials, and the like. On the other hand it means that 
utilities will not be enabled to profit by increases in the value 
of their property, as, for example, by appreciation in the value 
of their land. It means that investors purchasing their 
stocks or bonds will own securities having back of them an 
obligation or promise from the state; therefore that the ele- 
ment of risk in utility investments will be lessened and that 
presumably the necessary interest payments may be reduced. 
In view of the dissatisfaction expressed in many quarters 
with the reproductive value theory as a basis for rates it is 
fortunate that at least one commission expects to proceed 
upon another principle, making it easier in the future to 
judge which basis is the more expedient both for the corpora- 
tions and for the public. 

The second decision, that of the New Jersey Court of Errors 
and Appeals, is of importance because it marks the conclusion 
of a long series of litigation which aroused widespread interest 
throughout the entire state, and because of its reasoning upon 
the valuation of franchises for rate-making purposes. The 
New Jersey Public Utility Commission had held in 1912 that 
the franchises of the Public Service Gas Company should not 
be considered in the appraisal of the property which was to 
serve as a basis for rates, beyond an amount representing the 
cost of securing such franchises.' The case was appealed to 
the New Jersey Supreme Court, which upheld the Commis- 
sion. Appeal was then taken to the Court of Errors and 
Appeals, which in December, 1914, reversed the opinion of 
the Commission and of the Supreme Court, holding that a 
substantial value must be given the franchises. A rehearing 
was granted, however, and in June, 1915, the Court of Ap- 
peals and Errors reversed its former decision, affirming the 
decision of the Supreme Court, that franchises are not to be 
valued.? 


1 Reports of Board of Public Utility Commissioners of New Jersey, vol. i, p. 433. 


2 Public Service Gas Co. v. Board of Public Utility Commissioners. Published as 
pamphlet by the Board of Public Utility Commissioners. 
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The Court of Errors held that it is improper to include 
franchises when they are not exclusive and when the public 
retains the right to regulate rates. The argument frequently 
advanced, that franchises ought not to be included because 
they have been a gift to the utilities from the public, the 
Court held to be of little force, except in so far as the value of 
such gifts may be lessened or destroyed by the exercise of the 
public’s power to regulate rates or to make similar grants to 
other parties. Said the decision of the Supreme Court, now 
affirmed by the Court of Errors and Appeals: ‘‘ We do not 
attribute much force to the argument that the special fran- 
chises were a gift from the State. . . . The value of prop- 
erty does not depend upon the mode in which title is 
acquired. . . . There is, however, a sense in which the fact 
that franchises are the subject of gift may be important. The 
value of a gift to an existing company may be destroyed by a 
similar gift to a new corporation or other individuals; and it 
is obvious that in order to determine the wisdom of investing 
in the enterprise, the newcomers would be under no necessity 
of seeking a return upon a franchise for which they were to pay 
nothing. Since it is in the power of the State to bring about 
a supply without compelling the public to pay on the fran- 
chise valuation, beyond the actual cost of procuring it, it 
would be likely to do so, and the effect would be to destroy 
the value of the special franchise of the existing company. 
These considerations lead us to the conclusion that logically 
no allowance should be made for the value of the special 
franchise in a case where it is not legally exclusive and where 
the State still retains the right to fix rates.” This reasoning 
would seem to be conclusive. 

Recently the claim that franchises should be included 
in rate-making valuations, in so far as they are taxed as 
property, has been advanced with persistence. Under this 
theory, franchise values allowed would not depend directly 
upon earnings, but upon the appraisal of the franchises by the 
taxing authorities. The Court of Errors and Appeals, in its 
earlier decision, defended this position. The Maryland 
Commission has recently acted upon the same theory and in 
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its appraisal of the property of the Consolidated Gas, Electric 
Light and Power Company of Baltimore, allowed $5,000,000 
for this purpose.! But the New Jersey Court, in its final 
decision, wisely refrained from giving acceptance to this 
theory. The Court refuses to believe that franchises must be 
valued for rate making merely because they are valued for 
taxation purposes, and points out the peculiar nature of 
franchises as property. It says, “‘ That they (franchises) are 
property is well settled. . . . Our own laws recognize them 
as property and tax them accordingly. . . . Such franchises, 
however, are property of a peculiar kind; the right of 
property in them is not absolute, but is qualified by the right 
of the State to fix reasonable rates. .. . That a special 
franchise in the absence of an exclusive right is property only 
in a qualified sense is the result of the right of the State not 
only to regulate rates, but also to authorize a municipality to 
supply itself, and thereby to destroy the value of the special 
franchises.”” Accordingly the Court refused to include the 
franchises in the valuation for rate making, in spite of the 
fact that they are treated as property by the taxing authori- 
ties. 

This position is fundamentally sound. The argument 
that it is unjust to deny to a corporation a valuation upon its 
franchise for rate making, because the franchise is taxed, is 
sophistical. The levying of a franchise tax ordinarily does 
not lessen the returns of a company, nor prove a burden to 
it, since the taxes are included in computing the operating 
and general expenses of the company, above which it is en- 
titled to a fair return. Assuming that a utility is held by the 
courts or commissions to be entitled to a certain rate of return, 
and to this return only, the laying.of a tax upon its franchise 
increases the amount which the public must pay to the com- 
pany in order that it may make this return. If the utility can 
sell its service at a price which will produce its former rate 
of return plus the franchise tax it must be permitted to do so. 
The general result of franchise taxes, under such conditions, 
will be either to increase rates or to prevent them from going 


1 Report of the Public Service Commission of Maryland, 1913, p. 52. 
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down as rapidly as they otherwise might. In either case, the 
tax falls upon the public. Hence the cry of injustice against 
not permitting a return upon the value which is taxed is not 
well founded, for the franchise taxes would ordinarily be 
charged against the consumers.' It is to be hoped that other 
judicial bodies and commissions will concur in the position of 
the New Jersey Court upon this issue. 


R. E. Herman. 





THE TOBACCO INDUSTRY SINCE THE 
DISSOLUTION OF THE TRUST 


TuE report recently issued by the Commissioner of Cor- 
porations (Part III of the Report upon the Tobacco Industry), 
treating Prices, Costs, and Profits, is the first to deal with a 
post-dissolution period and to compare conditions before and 
after the execution of the court decree. Disappointment 
will be met, however, if one reads the report with an expecta- 
tion of learning anything conclusive about the effectiveness 
of the dissolution of 1911. In the letter of transmittal, 
the Commissioner indicates clearly the limitations of the in- 
quiry.2 “ The actual extent of the competition between the 
successor companies is discussed in so far as the facts regard- 
ing prices, costs, and profits, and changes in the volume and 
division of business tend to show it, but not with regard to 
the other important factors. These other factors are not 
covered by the report because the court retained jurisdiction 
in the case, and the Department of Justice has undertaken an 
investigation as to the manner in which the decree has been 
observed.” It is to be regretted that the task of investigating 
these matters was not turned over to the Bureau of Corpora- 
tions. In consequence of the lack of codperation between the 

1 This reasoning, of course, does not apply to franchises which establish a definite 
charge to consumers, but only to those under which charges are subject to regulation by 
the public. 

2 Page xxvii. 
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two Departments, the present report is in certain particulars 
very unsatisfactory. 

As the title indicates, the present report takes up the 
investigation of costs, prices, and profits: (1) those of the 
combination up to and including 1910; (2) those of the several 
large companies, called the successor companies, which took 
over the business of the combination; and (3) those of a 
group of independent concerns. Upon the basis of the 
material gathered and disregarding other factors, the report 
asserts that competition has been restored. 

Two chief reasons are assigned for this conclusion. First, 
it is maintained that the changes in the relative volume of 
business of the several successor companies indicate competi- 
tion. In the two years following dissolution, there was 
clearly a tendency for these concerns to fill gaps in types of 
business in which they were weak. But to hold that the 
more even distribution of business in the post-dissolution 
period is indicative of competition is to assume that each 
company has striven successfully to build up those parts of its 
business in which it was weak. But might not competition 
between several concerns, each strong in some branches and 
weak in others, lead to further specialization of each com- 
pany in the branches in which it excelled, and withdrawal, 
perhaps forced, from the branches in which it was inefficient ? 
Is it not conceivable that some of the changes in the division 
of business might be parts of a plan to allow each company to 
increase its business in the lines in which it was weak to such 
a volume as would make efficient production possible under 
the new conditions imposed by the courts ? 

The second argument presented in the report for the 
opinion that competition has been restored, concerns the in- 
crease in costs of distribution since the dissolution of the 
combination. It is to be expected that retail prices would 
show no change. In a commodity which is marketed com- 
monly in small packages, at ‘“‘ popular” prices, the inertia 
of the public renders a change in retail prices difficult. It 
is much more convenient to change the size of the package. 
One might suppose, on the other hand, that wholesale prices 
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would reflect the alleged increased competition. The report 
asserts, however, that neither wholesale nor retail prices have 
changed since dissolution. The great bulk of the tobacco 
sold in this country is marketed under proprietary brands 
the demand for which is created or at least stimulated by 
extensive advertising. The consumer demands a particu- 
lar brand, and the retailer and jobber have to keep it in 
stock. In such a case, the necessity for lowering the whole- 
sale price to meet increased competition is small. Instead, 
the tobacco manufacturer is likely to increase his adver- 
tising. When tobacco manufacturers were combined, the 
tendency was to cut down the expenses of distribution and 
to limit advertising expense to an amount sufficient for the 
maintenance and normal increase of sales. After dissolu- 
tion, expenses of distribution such as advertising, duplication 
of salesmen, and overhead expenses, show marked increases. 
This may be significant of restored competition. To the 
public at large, such increases constitute a most patent sign 
of increased rivalry. Yet one might be tempted to ask, 
in the absence of other information, whether or not this 
movement of costs was the result of an attempt to carry out 
on a larger scale the same sort of practice which the trust 
indulged in at an earlier time, namely, that of operating 
bogus independent companies selling goods “ not made by 
the trust.” 

It is frankly admitted that there is no more competition 
today in the snuff business than before dissolution. The 
decree, owing to peculiar conditions in the snuff business, 
brought about a division of territory, nothing more. 

After asserting that the smallest of the successor companies 
is very much larger than the largest of the independents, 
the report proceeds to show that the selling and manu- 
facturing costs of the latter are extremely high as compared 
with the former. Further, it is stated that the proportions 
of control by the successor companies of the total output in 
1913 as compared with those of the combination in 1910 show 
that the combined proportion of the successor companies was 
slightly less in smoking and fine-cut tobaccos, more in cigar- 
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ettes and snuff, and about the same in plug tobacco and 
little cigars. In view of all the facts adduced, one hesitates 
to accept without further proof the conclusion that competi- 
tion has been restored. 

Tho the report fails to prove conclusively the existence of 
competition since 1911, it does present interesting data upon 
several other points, especially upon the incidence and 
shifting of the tobacco excise, and upon the effect of the 
growers’ organizations upon the price of leaf tobacco. The 
statistics compiled show that the costs of the combination 
were lowest, and profits highest, during the period 1903 to 
1908, following the reduction of the tax and preceding the rise 
in leaf prices beginning in 1908. The comparison of costs 
of the combination with those of the independent companies 
seems to demonstrate the efficiency of large scale production; 
while the comparison of costs of the successor companies with 
those of the combination may be construed as an evidence of 
the superiority of combination over large scale production. 


H. R. Tospat. 


HarvarpD UNIVERSITY. 
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WAR OF 1812 


BY 


FRANK A. UPDYKE, Px.D. 


IRA ALLEN EASTMAN PROFESSOR OF POLITICAL SCIENCE IN 
DARTMOUTH COLLEGE 


504 pages. Cloth, $2.50 


Txis volume contains the lectures delivered at the Johns 
Hopkins University in 1914 on the Albert Shaw Foundation. 

The author carefully analyzes the diplomatic correspondence 
in regard to neutral rights and the impressment of seamen 

which preceded the War of 1812. The protests against in- 
terference with neutral trade made by Presidents Jefferson 

and Madison have an unexpectedly familiar sound today. 

Then, as now, the United States was the principal neutral 

power in a war which involved all Europe. The causes of 

the War of 1812 are clearly set forth. The Treaty of Ghent, 

the hundredth anniversary of which has recently been cele- 

brated. is the central theme of the latter half of the volume. 

The negotiations leading to the signing of that treaty are 

clearly described. The terms of the treaty are examined as 

well as the questions in dispute which were omitted, and 

which continued to disturb the relations of the two countries 

for many years. In the concluding chapter each of these 

disputed questions is traced to its final solution. 
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Economic Prizes 
TWELFTH YEAR 


In order to arouse an interest in the study of topics relating to commerce 
and industry, and to stimulate those who have a college training to consider 
the problems of a business career, a committee composed of 


Professor J. Laurence Laughlin, University of Chicago, chairman, 
Professor J. B. Clark, Columbia University, 

Professor Henry C. Adams, University of Michigan, 

Horace White, Esq., New York City, and 

Professor Edwin F. Gay, Harvard University, 


has been enabled, through the generosity of Messrs. Hart, Schaffner & Marx, 
of Chicago, to offer in 1916 four prizes for the best studies in the economic 
field. 

In addition to the subjects printed below, a list of available subjects pro- 
posed in past years may be had on request. Attention is expressly 
called to the rule that a competitor is not confined to topics proposed in the 
announcements of this committee, but any other subject chosen must first 
be approved by it. 

. The Effect of the European War on the Future Rate of Interest. 

. The Relations of Credit and Exchange between the United States and South American 
Countries. 

. The Economic Effects of the Entrance of Japan Upon the Chinese Mainland. 

. A Critical Study of the Appropriations for Rivers and Harbors of the United States, 
1895-1915. 

. A Critical Examination of the Recent Fiscal Policy of the United States, 1913-15. 

. The Needs and Future of American Shipping. 


on wm OS nore 


Class B includes only those who, at the time the papers are sent in, are 
undergraduates of any American college. Class A includes any other 
Americans without restriction; the possession of a degree is not required of 
any contestant in this class, nor is any age limit set. 


A FIRST PRIZE OF ONE THOUSAND DOLLARS, AND 
A SECOND PRIZE OF FIVE HUNDRED DOLLARS 


are offered to contestants in Class A. 


A FIRST PRIZE OF THREE HUNDRED DOLLARS, AND 
A SECOND PRIZE OF TWO HUNDRED DOLLARS 


are offered to contestants in Class B. The committee reserves to itself the 
right to award the two prizes of $1000 and $500 of Class A to under- 
graduates in Class B, if the merits of the papers demand it. The committee 
also reserves the privilege of dividing the prizes offered, if justice can be 
best obtained thereby. The winner of a prize shall not receive the amount 
designated until he has prepared his manuscript for the printer to the satis- 
faction of the committee. 

The ownership of the copyright of successful studies will vest in the donors, and it is expected that, 


without precluding the use of these papers as theses for higher degrees, they will cause them to be issued 
in some permanent form. 

Competitors are advised that the studies should be thorough, expressed in good English, and although 
not limited as to le » they should not be dlessly expanded. They should be inscribed with an 
assumed name, the class in which they are presented, and accompanied by a sealed envelope giving the real 
name and address of the competitor. No eer is eligible which shall have been printed or published in a 
form to disclose the identity of the author before the award shall have been made. If the i is in 
CLASS B, the sealed envelope should contain the name of the institution in which he is studying. The 
papers should be sent on or before June 1, 1916, to 


J. Laurence Laughlin, Esq. 
The University of Chicago 
Chicago, Illinois 






























HARVARD UNIVERSITY 


COURSES IN HISTORY, GOVERNMENT, AND ECONOMICS FOR 1915-16 


e following are full courses running through the year, unless otherwise stated. 
Brackets indicate that the course is omitted i in 1915-16. Courses omitted in one year 
are usually given in the year following.] 


HISTORY 


Primarily for Undergraduates 


1. European History from the Fall of the Roman Empire to the Present Time (in- 
trodu y course). Professor Haskins and others. 
2. European from the Close of the Middle Ages to the Outbreak of the 
French Revolution. Asst. Professor MERRIMAN. 
30a. eames Euro Tee 1815. Half-course. Dr. Lorp. 
30b. The Expansion o' ae since 1815. Half-course. Professor Coonan. 
32a. American History: The Formation of the Union, 1760-1829. Half-course. 
Professor CHANNING. 
32b. American History: The Development of the Nation, 1830 to the Present Time. 
Half-course. fessor TURNER. 


For Undergraduates and Graduates 


3a. History of the Roman Republic. Half-course. Professor Fmrcuson. 
3b. History of the Roman Empire. Half-course. Professor Farcuson. 
4. wy of Greece to the Roman Conquest. Professor Farcuson.| 
5. The we in the Middle Ages from Charlemagne to Dante. Professor Emmr- 
TON. 
7. The Era of the Reformation in Europe from the Rise of Italian Humanism to the 
close of the Council of Trent (1350-1563). Professor Emmrron. 
8. History of France to ms Accession of Francis I. Half-course. Professor Hasxrns. 
9. ne —— History of England to the Sixteenth Century. Asst. Professor 
. cILWAIN 
10a. American History to 1760. Half-course. Dr. Morison. 
11. — of England during the Tudor and Stuart Periods. Asst. Professor Mzr- 


12. The Hist History of England from 1688 to the Present. Asst. Professor JoHNsTON. 
14. The French a “4 soap I. Asst. Professor JonNnsTon. 


15. pret | Russia. 
16. See Sa ont snd Pe "Portal an cae of the Spanish and Portuguese Empires. Half- 


i The Hi History of the Wot to "to 1840. Half-course. Professor TuRN=ER.] 
176. The History of the West, 1840-1915. Half-course. Professor TURNER. 
[18. —— of the Far East in the Nineteenth Century. Half-course. Professor 


LIDGE. } 
19. The a ae Question. Half-course. Professor Cooper. 
24. ™ 7 of the —— Church in Europe in the Nineteenth Century, and 
the Expansion of Christendom, with the naturalization of Christianity in 
wait! ts in — same — prrotessor Epwarp C. Moore. 


Lorn. 
itor, of Mek Sr7eo . 1870. Half-course. Asst. Professor JoHNsTON.] 
- a The Political ee of Europe. Half-course. Asst. Professor JonnsToN.] 


Hellenistic Culture. Half-course. Professor Ferauson.] 
Hae a France in the Seventeenth and Eighteenth Centuries. Half-course. 


[42. The: Age of the Renaissance in —— 

55. Introduction to Military History alf-course. Asst. Professor JoHNSTON. 

56. Latin America. Half-course. Professor M. de Oxtrverra Lima and Asst. Pro- 
fessor P. A. Martin (Leland Stanford Jr. University). 

57. Recent Commercial History of Latin America. Half-course. Dr. Kunin. 

(58. The Social History of England to 1750. Half-course.] 
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Primarily for Graduates 


{6. The First Eight Christian Centuries. Professor Emmrton.] 
21. Introduction to the Sources of Mediaeval History. Half-course. Professor 


HaskKINns 

22. The Elements of Latin Palaeography, with reference to the use of historical 
sources. a. Professor HaskIns. 

23a. Selected Topics in the Historical Development of American Institutions. Half- 
course. fessor CHANNING. 

23b. Selected Topics in the Foreign Relations of the United States from 1789 to 1800. 
Half-course. Dr. Morison. 

[23c. The Literature of American History. Half-course. gor wend ome. ] 


25. Historical Bibliograp! _ Criticism. Half-course. 
26. History of Christian t. First half-year. Professor ae 
27. = a Literature o France and d since the Close of the a 


Lowe course. Asst. Professor JoHNSTON.] 

29. Selected Topics in Se History of the Nineteenth Century. Professor Coo.mmas. 

[31. Selected Topics from the History of Continental Europe in the Sixteenth and 
Seventeenth Centuries. Half-course. Asst. Professor MERRIMAN.] 

[35. Roman Constitutional History. Professor Ferauson.] 

36. Greek Political Institutions. Professor Fercuson. 

38. Byzantine Histo: Half-course. Professor Fercuson. 

[39. ——— Studies in the Institutions of Western Europe, 1300-1600 (England, 
France, §) += alf-course. Asst. Professor MERRIMAN.] 

[41. Early Mediaeval Institutions. Half-course. Professor Haskrs.] 

44. Selected Topics in American History, 1880-1895. Professor TURNER. 

[45. Diplomatics. Half-course. Professor Haskins.] 

46. Manuscript Materials of American Histo Half-course. Mr. W..C. Forp. 

[47. = to the Sources of Modern ‘uropean History. Half-course. 

RD. 

48. General History of Russia (advanced course). Dr. Lorp 

[50. Studies in the > Political Literature of the Revolutionary Period in France and 
Italy. Half-course. Asst. Professor JoHNsTON.] 

RP Euro Diplomacy since 1814. Half-course. Asst. Professor JoHNSTON.] 

History of Religions 1. The Origin and Development of Religion. First half-year. 
Professor G. F. Moors. 

History of Religions 3. Germanic and Celtic Religions. Half-course. Professors 
Krrrreper and F. N. Rosrnson. 

[History of a 6. The Religion of Israel. Professor G. F. Moors.] 

History of Religions 7. The Religion of the Roman Empire at the Beginning of the 
Christian Era. Half-course. Professor Lake. 

[History A 1. History of the Church in Outline. Professor PLATNER.] 

History A 2. History of Christian Doctrine. Professor PLATNER. 

{History A 3. Christian Institutions. Professor PLATNER.] 

History A 4. History of the Church in England. Half-course. Professor PLATNER. 

[History A 5. History of the Church in America. Half-course. Professor PLATNER.] 

History A 6. History of Early Christian Literature. Professor PLATNER. 


Courses oF RESEARCH 


20a. aatow from the Historical Literature of the Reformation Period. Professor 
RTON. 
206. Topics in the History of English al Institutions. Asst. Professor McIuwarn. 
20c. Mediaeval Institutions. Professor Hasx1Ns. 
20d. History of Continental Europe and of Asia in the Eighteenth and Nineteenth 
Centuries. Professor Coo.ince, a a JOHNSTON, and Dr. Lorp. 
20e. American History. First half-year. Pro essor CHANNING. 
20f. English Institutions in the Tudor and Stone Periods. Asst. Professor Mzr- 
RIMAN. 
20g. Topics in the History of Spain in the Fifteenth and Sixteenth Centuries. Asst. 
fessor MERRIMAN. 
20h. Topics in the ee ee Conditions of Latin ow" First yb 
fessor M. de Lima and Asst. Professor P. A. Martin ( land 
Stanford Jr. eee); second half-year, Dr. Kin. 
- Topics in Greek and Roman a fessor FERGUSON. 


eee 


20m. Topics in Military History. Asst. Foahione JOHNSTON. 
20n. Selected Topics in American Colonial History. Second half-year. Dr. Morison. 
History of Religions 20. Professor G. F. Moors. 

















GOVERNMENT 
Primarily for Undergraduates 
Constitutional Government. Professor Munro and assistants. 


For Undergraduates and Graduates 


[3. Party Government. Asst. Professor HoLcomss.] 

4. Elements of International Law. Professor Wixson. 

5a. The Development of Roman Law. Half-course. Asst. Professor McIuwam. 
= The Development of Law. Half-course. Asst. Professor McIuwain. 
8 
8b 












. Political Theories of Modern Times. Half-course. Asst. Professor Hotcomsn, 
Government of the French Republic and of the German Empire. Half-course, 
Asst. Professor YZoMANS. 
ar seen Political Institutions in Europe. Half-course. Professor Dupri, 
niversity of Louvain). 
. Government of American Tbtates Asst. Professor HoLcomBs. 

[10. The Government of England. Half-course.] 

13. ped ae Development of the United States (1775-1914). Professor Harr. 

14. American Diplomacy: Treaties; Foreign Policy. Professor Harr. 


(16. Tendencies of American tion. ofessor Stmmson.] 

17. Municipal Government. essor Munro and an assistant. 

18. State and City Government in Massachusetts. Half-course. Mr. L. A. From. 
INGHAM. 


(21. Colonial Governments.] 
28b. Elements and Applications of Roman Law. Professor Duprisz (University of 


vain). 
31. Municipal Administration. Professor WH1rPLE and Professor Munro. 


Primarily for Graduates 


6a. | of Political Theories. Half-course. Asst. Professor HotcomBe. 

11. Government: History, Theory, and Systems. Professor Harr.] 

12. pe ad Political System, ational, — and Municipal. Professor Hart.) 

15. International Law as administered by the Courts, and as observed in Inter- 
national Negotiations. Professor WILson.] 

[19. American Constitutional Law: A study of constitutional principles and limitations 
throughout the United States.] 

[23. Selected Cases in International Law. Professor Wixson.] 


Coursgs oF RESEARCH 


20a. Selected Topics in Municipal Government. Professor Munro. 

20c. International Law. Professor Wmson. 

20d. Selected Topics in State Government. Asst. Professor Hotcomse. 

20e. —- nstitutions — National, State, Municipal and Insular. Professor 
ART. 


ECONOMICS 
Primarily for Undergraduates 
A. Principles of Economics. Asst. Professor Day and Dr. Davis. 


For Undergraduates and Graduates 


la. Statistics. Half-course. Asst. Professor Day. 

1b. | meee alf-course. Dr. J. 8. Davis. 

2a. European Industry and Commerce in the Nineteenth Century. Half-course. 
Professor Gay. 

2b. ——— and Financial History of the United States. Half-course. Professor 

AY 

3. Money, a and Commercial Crises. Asst. Professor ANDERSON. 

4a. Economics of Transportation. 4 2lf-course. Professor Rip.ey. 

4b. Economics of Corporations. Half-course. Professor Rip.ey. 

5 — Finance, including the Theory and Methods of Taxation. Professor 


BULLOocK. 
6a. Trade-Unionism and Allied Problems. Half-course. Professor RipuEy. 
[6b. The Labor Movement in Europe. Half-course.] 
7a. Economic Theory. Half-course. Professor Taussia. 
[7b. The Single Tax, Socialism, Anarchism. Half-course. Professor CaRrvEr.] 
8. Principles of Sociology. Half-course. Professor CARVER. 
9. Economics of Agriculture. alf-course. Professor CARVER. 
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Primarily for Graduates 


. Economic Theory. Professor Taussic. 


The Distribution of Wealth. Half-course. Professor CaRvER. 

Statistics: Theory, M and Practice. Asst. Professor Day. 

History and Literature of Economics to the year 1848. Professor BuLLoc«k. 
German and French Economists of the Nineteenth Century. Professor Gay.] 
The Theories of Contemporary Socialism. Half-course.] 

Economic Theory: Value and Related Problems. Asst. Professor ANDERSON. 


8a. Analytic Sociology. Half-course. Asst. Professor ANDERSON. 
. Historical —, Pam ron Asst. Professor ANDERSON.] 


Economic History of ae to the Middle of the Eighteenth Century. Asst. 
Professor Gras (Clark meee 

Topics in the Economic History of the Nineteenth Century. Professor Gay. 

Public Finance. Professor BuLLock. 

Economics of Agriculture. Half-course. Professor CARVER.] 

International Trade and Tariff blems. Half-course. Professor Taussia. 

Problems of Labor. Professor Riper. 


Coursges or RESEARCH 


Economic Theory, International Trade and Tariff Problems. Professor Tavussia. 

Economic Theory, Economics of Agriculture. Professor CaRvER. 

Principles of Corporation Finance. Professor RiPLey. 

Economic History. Professor Gar. 

— Taxation and Finance; History of Economic Thought. Professor 
ULLOCK. 

Money, Banking, and Crises. Professor Spracun. 

Accounting. Assoc. Professor Coz. 

Mediaeval Agrarian History.] 


SOCIAL ETHICS 
For Undergraduates and Graduates 


~~ meee and Social Policy. Asst. Professor Fomrster and Asst. Pro- 
essor Forp 
Poor Relief and = ogg, Work. Half-course. Dr. Brackett. 
ology and Peno! Half-course. 
ag ae oe and Race Problems. Half-course. Asst. Professor FomrstT=r. 
The Housing Problem. Half-course. Asst. Professor Forp. 
ba ey and Other Interruptions of Income, with Special Consideration of 
Social Insurance. Half-course. Asst. Professor FomRSTER. 
Rural Social Development. Half-course. Asst. Professor Forp. 
Child-Helping Agencies. Half-course. Dr. CarsT=ns. 


Primarily for Graduates 
Courses or RESEARCH 
Researches. Asst. Professor Forrstsr and Asst. Professor Forp. 


Special 
. Seminary. Labor tion. Asst. Professor ForRSsTER. 


The Alcohol Problem. Asst. Professor Forp. 


. School for Social Workers. Dr. Brackerr. 
. School for Social Workers. Advanced course. Dr. BRACKETT. 


Descriptive pamphlets relative to the above-named courses for the year 1915- 
16, with circulars admission to Harvard College and the Graduate Schools, 
may 


be obtained by applying to 


THE SECRETARY OF THE FACULTY OF ARTS AND SCIENCES, 
University Hall, Cambridge, Mass. 


oe 
HARVARD UNIVERSITY PRESS 

















HARVARD ECONOMIC STUDIES 


The Harvard Economic Studies are published as inde- 
pendent volumes of uniform octavo size, separately 
paged, and in cloth binding. 


Vor. I. The Engiish Patents of Monopoly, 1560-1640, by 
William Hyde Price, Ph.D. Price $1.50. 


Vor. II. The Lodging House Problem in Boston, by Albert 
Benedict Wolfe, Ph.D. Price $1.50. 


Vor. Ill. The Stannaries: a Study of the English Tin Miner, 
by George Randall Lewis, Ph.D. Price $1.50. 


Vor. IV. Railroad Reorganization, by Stuart Daggett, Ph.D. 
8vo. Price $2.00. A detailed history and analysis of seven 
important railroad reorganizations. 

Vor. V. Wool Growing and the Tariff, by C. W. Wright, Ph.D. 
8vo. Price $1.50. A complete history of the wool growing industry 
in the United States and its relation to our tariff policy. 


Vor. VI. Public Ownership of Telephones on the Continent of 
Europe, by Arthur Norman Holcombe, Ph.D. 8vo. Price $2.00. 
A full and impartial account of telephone history in Germany, 
France, Italy, Holland, Scandinavia, with a consideration of the 
consequences of public ownership. 

Vout. VII. The British Post Office, by Joseph-Clarence Hem- 
meon, Ph.D. S8vo. Price $2.00. A general survey of the develop- 
ment of the British Post Office from its infancy to the present time. 


Vol. VIII. The Cotton Manufacturing Indusiry in the United 
States, by Melvin Thomas Copeland, Ph.D. 8vo. Price $2.00. 
A description of the American cotton manufacturing industry and a 
comparison of conditions in Europe and in the United States. 

Vol. IX. The History of the Grain Trade in France, by Abbott 
Payson Usher, Ph.D. Price $2.00. <A significant study of the evo- 
lution of trade from limited local markets to a wholesale marketing 
of the world’s staple commodities. 

Vol. X. Corporate Promotions and Reorganizations, by Arthur 
Stone Dewing, Ph.D. Price $2.50. Detailed accounts of the pro- 
motion, mismanagement, and reorganization of fourteen large in- 
dustrial combinations. 

Vol. XI. The Anthracite Coal Combination in the United States, 
by Eliot Jones, Ph.D. Price $1.50. A thorough discussion of the 
problems connected with the development of this combination. 


Vol. XII. Some Aspects of the Tariff Question, by Frank William 
Taussig, Ph.D., Litt.D. Price $2.00. 


Vol. XIII. The Evolution of the English Corn Market from the 
Twelfth to the Eighteenth Century, by Norman 8. B. Gras, Ph.D. In 
Press. 





HARVARD UNIVERSITY PRESS 
Office, 2 University Hall, Cambridge 





SCIENTIFIC PUBLICATIONS 


HARVARD UNIVERSITY 


Harvard Oriental Series. Under the direction of the Department of Indic Philol- 
ogy. Vols. I-XV have been published. Several more volumes in preparation, 

Harvard Studies in Classical Philology. Edited by a committee of the Instructors in 
Classics. One volume published yearly. Vols. I-XXVI have been issued. q 

Studies and Notes in Philology and Literature. Under the direction of the Modern © 

e Departments. Vols. I-XI have been published. 

Harvard Business Studies. One volume has been published. 

Harvard Studies in Comparative Literature. Vols. I-IV have been issued. Several 
others in preparation. : 

Harvard Studies in Education. Three volumes have been published. Several others © 
in preparation. 

Harvard Historical Studies. Under the direction of the Department of History and 
Government. Vols. I-XXI have been published. \ 

The Quarterly Journal of Economics. Under the direction of the Department of 
Economics. Vols. I-XXiX have been published. Subscription, $3.00. 

Harvard Economic Studies. Under the direction of the Department of Economics, 
Vols. I-XII have been published. 

Harvard Psychological Studies. Edited by the Harvard Psychological Laboratory, 
Vols. I-III issued. 

Publications of the Astronomical Observatory. More than seventy-five large quarto 
volumes of Annals have been published; Circulars; Silver Prints of photographs; 
Lantern Slides. 

Contributions from the Jefferson Physical Laboratory. One volume issued yearly. 

Contributions from the Cryptogamic Laboratory. Seventy-one numbers of the Con- © 
tributions have been issued; nine of the Memoirs. 

Contributions from. the Gray Herbarium. Thirty-eight numbers issued. 

Publications of the Museum of Comparative Zéology. Bulletins, fifty-four volumes; 
Memoirs, thirty-six volumes, — have been published. Others are in course 

ublication. For price list apply to the Director of the Museum of Comparative 
Fodlogy, Cambridge, Mass. 

Contributions from the Zodlogical Laboratory of the Museum of Comparative Zodlogy ~ 
are published in part in the Bulletin of the Museum, in part elsewhere. Two 
hun and forty-two numbers have been issued. For information apply to | 
Professor E. L. Marx, Museum of Comparative Zodlogy, Cambridge, Mass. 

Publications of the Peabody Museum of American Archaeology and Ethnology. 
Annual Reports, forty-six numbers; Archaeological and Ethnological Papers, 
eighteen numbers; Memoirs, sixteen numbers published. Special Publications, — 
For price list address PEaBopy Museum, Cambridge, Mass. 

Architectural Quarterly of Harvard University. Edited by the School of Architecture. 
Subscription, $1.50. Vols. I and IT have been issued. 

The Harvard Theological Review. Edited by a Committee of the Faculty of the 
Harvard Divinity School. Vols. I-VII have been published. Subscription, $2.00. 

The Harvard Law Review. Edited by a board of students of the Harvard Law School. | 
Vols. I-XX VII have been issued. Subscription, $2.50. . 

The American Journal of Physiology. Issued monthly. Published through Messrs. 
Ginn & Co., Boston. 

The Journal of Medical Research. Published at irregular intervals, about two vol | 
umes a year. Editorial Office, 240 Longwood Avenue, Boston. 

Bulletin of the Bussey Institution. Vols. I, II issued; III in course of publication. 
Address the Bussey Institution, Jamaica Plain, Mass. 


UNLESS A SPECIAL PUBLISHER IS NAMED 
ORDERS SHOULD BE SENT TO THE 
HARVARD UNIVERSITY PRESS 
2 University Haut, CampripGe, Mass. 








